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I. REAL PARTY IN INTEREST 

The real party in interest is Trans Texas Holdings Corp. 

II. RELATED APPEALS AND INTERFERENCES 

There is currently pending a related reexamination, Reexam Serial Number 90/005,842, 
in which an appeal is being pursued concurrently herewith. 

IIL STATUS OF THE CLAIMS 

No claims have been amended during the instant reexamination. A copy of the pending 

claims is attached as Appendix 1. 

IV, STATUS OF AMENDMENTS 

No amendments were sought to the pending claims. 

V. SUMMARY OF THE INVENTION 

The invention defined by the pending claims concern generally an investment system that 
institutes inflation-adjusted deposit and loan accounts and matches such accounts to provide an 
improved capital structure for a financial institution. The system projects the impact of inflation- 
indexed deposit and loan accounts on the institution's capital structure for preselected or 
anticipated inflationary environments. Based on such projections and other general 
considerations, one of several forms of deposit accounts is selected according to the requisites of 
the depositor or borrower and those of the institution. The systems are represented generally by 
independent claims 1, 24 and 36. 

As contemplated under the present invention, the accounts are characterized by a 
principal component and an accrual component. Principal component is that proportion of the 
overall account balance attributable to the initial cash investment. The accrual component 
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indicates that proportion of the overall account balance attributable to inflation and fixed interest. 
The account components are periodically enhanced or reduced in a manner specified by the 
characteristics of the particular account selected. 

The accrual component will generally include both a fixed interest component and a 
variable interest component with the variable interest component being responsive to the rate of 
inflation. Responsive to the rate of inflation is specifically defined at column 3, lines 12-14 to 
mean "directly responsive to a market indicator of prior actual inflation" and it is not meant to 
include the market's expectation of future inflation. Under one alternative, the principal 
component is enhanced by the variable interest component and the account retired by retiring the 
fixed interest component by one schedule and retiring the principal component by a second 
schedule. However, the account may be retired by retiring both components over a similar 
schedule or by amortization. By varying the manner in which each respective component is 
accrued or retired, the cash flow characteristics of the account can be significantly altered to fit 
the requisites of the individual or institution. Cash flow is defined as the overall flow of cash 
units from the account, or a selected account component, to the account holder who will either be 
the lender or depositor, at a specified time. 

Since the accrual component of either loan or deposit accounts may be adjusted in 
response to inflation, they can potentially exhibit unfavorable cash flows. Therefore, it is 
generally desirable to match loan accounts with deposit accounts, and further generally desirable 
to match accounts with similar intrinsic cash flow characteristics as specified by their accrual and 
retirement features. In this manner, cash flow patterns of the loan account would mirror those of 
the matched deposit account. Thus, during times of inflation, for example, negative cash flows 
attributable to outgoing retirement payments on deposit accounts will be compensated for by 
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incoming payments on loan accounts. This is the so-called "fully hedged" system as set forth in 
claims 36-44. 

Once the appropriate form of deposit and loan accounts are selected, matched and placed 
with the institution, data processing is utilized to service them during their respective terms. As 
referred to herein, the account term is the time period over which the account is retired or "paid 
out" to the account holder. The account term is generally divided into a plurality of adjustment or 
iteration periods, however, terms may be scheduled to include only a single iteration. Servicing 
includes the determination of inflation adjustments to the account balance or, alternatively, the 
inflation premium due the account holder. Servicing also includes features which protect the 
principal or balance of the accounts from the effects of deflation and reports all bookable income 
to holder. 

Servicing further includes data processing for retiring and enhancing the accounts 
according to their respective terms and schedules. Retirement is meant to include a reduction in 
the particular account component and enhancement is meant to include an increase or accrual of 
the particular account component. For example, accrual components may be retired separately 
from the principal component by selecting separate schedules for each. Thus, for example, the 
principal may be retired semi-anually and the accrual retired annually. Schedules may be 
selected which adjust particular components by a predetermined amount. Alternatively, account 
components may be retired by amortization. 
VL ISSUES ON APPEAL 

1) Whether the subject matter of claims 24-26, 28-32, 34-37 and 38-44 is obvious 
over the combination of Mukheijee et al ("Mukherjee" - Exhibit A) in view of Musamanno et 
al ("Musamanno" - Exhibit B)? 
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2) Whether the subject matter of claims 1-23, 31, 33 and 44 is obvious over the 
combination of Mukherjee in view of Bodie (Exhibit C) and Musamanno? 

3) Whether the subject matter of claims 27 and 38 is obvious over the combination 
of Mukherjee in view of Musamanno and Williamson et al. ("Williamson" - Exhibit D)? 

VIL GROUPING OF THE CLAIMS 

For purposes of this Appeal, all of the claims shall be considered separately and do not 
stand or fall together. 

VIIL ARGUMENT 

A. Objection to Claim 10 as Being a Substantial Duplicate of Claim 9 

The Action first objects to claim 10 as being a substantial duplicate of claim 9. The 
Patent Owner respectfully traverses this objection. 

Although Patent Owner recognizes that relief for claim objections must be sought by 
means of petition to the Commission, 37 C.F. R. §1.81, the Examiner is requested to reconsider 
and withdraw the objection to avoid the necessity for a separate petition. A plain reading of 
claims 10 and 9 show, without doubt, that claim 10 can in no way be considered a substantial 
duplicate of claim 9. Patent Owner reserves its right to file an appropriate petition should it be 
necessary. 

In claim 10, the loan account retiring means includes a means for retiring the fixed 
interest component by a first schedule over the term, and a means for retiring the loan principal 
component by amortization over the term. 

In contrast, in claim 9, the loan account retiring means includes a means for retiring the 
fixed interest component by a first schedule over the term, and a means for retiring the loan 
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principal component by a second schedule over the term. Thus, claim 9 is broader than claim 10 

in that it does not require that the principal be retired by amortization. 

B. The Final Action Misinterprets the Meaning of the Term "Responsive to the 
Rate of Inflation" 

In a matter relevant to all of the pending claims involved in this appeal, the Final Action 
has taken the position that the claim term "responsive to the rate of inflation" includes functions 
that are not directly adjusted according to past inflation. In so doing, it states that claims are 
given their "broadest reasonable interpretation" during examination, citing In re Zletz, 13 
USPQ2d 1320 (Fed. Cir. 1989). Final Action at pages 32-33. However, what the Examiner 
failed to consider is that, although claims are construed broadly when before the office, the 
interpretation must be reasonable and consistent with the specification. See, e.g., In re Hiniker 
Co., 150 F.3d 1362, 1368, 47 U.S.P.Q. 2d 1523, 1537 (Fed. Cir. 1998) ("..claims in a 
reexamination proceeding are given their broadest reasonable interpretation consistent with the 
specification."). 

The position taken by the Examiner with respect to the claim element "responsive to the 
rate of inflation" is neither reasonable nor consistent with the specification, given that Patent 
Owner expressly defines the term in the specification. The specification states that "[r]esponsive 
to the rate of inflation, as used herein, means directly responsive to a market indicator of prior 
actual inflation..." '461 specification, col. 3, lines 11-12 (emphasis supplied). Thus, responsive 
does not mean "partially" responsive, or "somewhat" responsive, or "sometimes" responsive, it 
means "directly" responsive to an indicator of prior "actual" inflation. In each of the examples 
in the '461 specification, the inflation component is adjusted for any amount of inflation, and 
adjusted on a one-for-one basis. '461 specification, col. 10 to col. 26. Accordingly, reading the 
definition and the examples, one of skill would understand that there must be a direct 
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correspondence between the rate of inflation and the amount by which the variable interest 
component is adjusted. 

The Action relies on the overly generalized proposition that limitations from the 
specification are not read into the specification. However, the line of cases upon which this 
reasoning is advanced is not applicable to the current situation in which a claim term is expressly 
defined in the specification. Where an applicant defines a claim term in the specification, that 
definition should be referred to in order to interpret the claim language. In re Zletz, 893 F.2d 
319, 321, 13 USPQ2d 1320, 1322 (Fed. Cir. 1989); In re Morris et al 127 F.3d. 1048, 1054, 44 
USPQ2d 1023, 1037 (Fed. Cir. 1997) ("Since it would be unreasonable for the PTO to ignore 
any interpretive guidance afforded by the applicant's written description . ..the PTO applies to the 
verbiage of the proposed claims the broadest reasonable meaning of the words.... taking into 
account whatever enlightenment by way of definitions or otherwise that may be afforded by the 
written description contained in the applicant's specification."). 

The Patent Owner's proposed construction of the term "directly responsive" as requiring 
an inflation adjustment component that directly mirrors an indicator of past inflation is supported 
by a construction of the relevant claims entered following a Markman hearing by the Western 
District of Texas. See, Order 10-12, 15, Exhibit E. For example, the court found that 
"responsive to the rate of inflation" means "directly responsive to a market indicator of prior 
actual inflation and is not meant to include the market's expectation of future inflation." Order 
at p. 15. In making its finding regarding the meaning of "responsive," the court agreed "the 
['46 1] specification only discloses a direct relationship between the market indicator of inflation 
and the account balance," and observed: 
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The '461 patent uses the phrase "responsive to the rate of inflation" which more clearly 
imparts a one-to-one correlation [between the market indicator of inflation and the 
amount the account must be adjusted]. 

Id. (emphasis supplied). Thus, an indexed account that is not adjusted at all until comparatively 
high levels of inflation are reached, and then only adjusted in a step-wise, rounded-off fashion, is 
not directly responsive to past inflation and would be outside of the scope of the claim. 

C. Rejection of Claims 24-26, 28-32, 34-37 and 38-44 Under 35 U.S.C. §103 (a) 
The Final Action rejects claims 24-26, 28-32, 34-37 and 38-44 under 35 U.S.C. §103 (a) 
over Mukherjee in view of Musmanno. The Action takes the position, generally, that Mukherjee 
teaches the concept of indexing accounts according to the rate of inflation, arid that Musmanno 
teaches various concepts, including the use of computers to make calculations. The Patent 
Owner respectfully traverses. 

1. Claims 24-26, 28-32 and 34-35 
Turning first to independent claim 24, the Action takes the position that each of the 
elements of the claim, except the use of a data processor, are described in Mukherjee and that 
Musmanno teaches the use of data processors to calculate amounts in deposit and loan accounts. 

a) The Mukherjee Accounts Were Not "Directly" Responsive to the 
Rate of Inflation 

In response, the Patent Owner would first direct the Board's attention to the requirement 
in claim 24 that the deposit account must have both a principal component and an accrual 
component, and further wherein the accrual component comprises a variable interest component 
that is enhanced at an index "responsive to the rate of inflation." As indicated above, this claim 
term, as properly construed, requires that the variable interest component is enhanced at an index 
directly responsive to the rate of inflation. The indexed accounts taught in Mukherjee operate in 
a very different fashion — one that is not "directly responsive to the rate of inflation" — and thus 
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inconsistent with and contrary to the language of claim 24. The Final Action itself acknowledges 
that Mukherjee employs a different function in this respect than the claimed method, but argues 
that the claims include other than one-to-one adjustments for past inflation if given their 
"broadest reasonable interpretation." Final Action at pages 32-33. For the reasons set forth 
above, which are incorporated herein by reference, this interpretation of the claim is incorrect. 

The Action relies upon the description in Mukherjee beginning at page 50, column 2 et 
seq., where reference is made to the statement that "[o]nce the cost-of-living index had risen 2 
points ... the capital was increased by as many as full 2 per cents ..." The Action, however, fails 
to recognize the subsequent statements that make it clear that the Finnish indexed accounts were 
not, in fact, adjusted as a function of inflation, as that statement must be understood with 
reference to the above definitions. 

First of all, it is clear that with respect to deposit accounts, under the Finnish system there 
was no adjustment if inflation was less than 2% ("[o]nce the cost of living index had risen 2 
points . . ."). This feature is clearly contrary to the express language of the claims and, indeed, 
thwarts the overall purpose of the presently claimed invention: to provide indexed adjustments 
during times of any inflation. 

Moreover, under the Finnish system, even in those years where inflation had reached the 
initial 2% threshold requirement, there was no delineable function that correlated the amount of 
the adjustment with the degree of inflation. From a careful reading of Mukherjee, it becomes 
evident that only whole-number percentage index-based adjustments were made to the accounts, 
based upon whole number rounding off of the rate of inflation (". . . the figures used were the 
[average] (to the nearest whole number) of the index values page 51, para. 3). Thus, if 
inflation was 2.1 % or 2.3% or 2.49%, the adjustment would be only 2%. But if inflation was 
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2.55% or 2.99%, then, presumably, the adjustment would be 3%. Clearly, the adjustment was 
not being made as a direct function of inflation — there is no "one-to-one" correlation as required 
by the claim. 

The Examiner concludes by suggesting that the Applicant should amend the claims to 
"more narrowly" recite the directly responsive function "in order to make this argument have 
merit" Final Action at 34. The Patent Owner submits, however, that the properly construed 
claims must be accepted as having the suggested "merit" under the applicable legal precedent as 
set forth herein above. 

b) The Mukherjee Accounts Do Not Have a Term As Required by 
Claim 24 

It is further again noted that claim 24 requires paying the deposit account for a specified 
term, whereas the accounts discussed in Mukherjee do not have "term" per se. The Action 
contests this position, yet fails to identify or describe what it considers the "term" to be in 
Mukherjee. Instead, the Action concedes this for the sake of argument, and falls back on the 
position, without explanation, that somehow the prior art "as a whole" obviates this claim 
requirement. Final Action at f 57, pages 34-35. On the contrary, the requirement in claim 24 
that the accounts have a specified term for paying out the account is inconsistent with the 
teachings of Mukherjee. Unlike bonds, the Mukheqee accounts, as best as can be determined, 
did not have a particular pre-set term for payout and the Action has provided no reasonable 
explanation how the prior art teaches modification of the indexed accounts of Mukherjee to 
provide for a set term. 

c) There Is No Suggestion to Modify Mukherjee to Incorporate a 
Data Processor 

With respect to Musmanno, it is respectfully submitted that this reference is in no way 
combinable with the teachings of Mukherjee and, in any event, nevertheless fails to teach or 
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in that Musmanno talks of computational iterations, which are clearly not a division of a time 
period ("term") into sub-periods of time. 

The Final Action has no response to this position other than to state that that rejection is 
based on a combination of references and there are "well known statements." One is only left to 
wonder what "well known statements" the Examiner is referring to. Furthermore, this is totally 
inadequate basis - the claim language must be taken into account, and it is wholly inappropriate 
to reject these claims on the basis of what the examiner alleges, without any support in the prior 
art whatsoever. 

The Federal Circuit has very recently held it entirely inappropriate to base a rejection on 

"common knowledge" where such is contested, and found that the reliance of an Examiner and 

the Board on common knowledge constituted an arbitrary under the Administrative Procedures 

Act. In re Lee, 61 USPQ2d 1430, 1434 (Fed. Cir. 2002). Indeed, similar to our situation here, 

the Court chastised the Board and the Examiner for failing to require that the prior art contain a 

"specific hint or suggestion in a particular reference, stating that 

Omission of a relevant factor required by precedent is both legal error and arbitrary 
agency action, [citations omitted] 

Id. The Court continued by noting that merely relying on conclusory statements and so-called 

common or general knowledge, such as the Examiner has done in the present reexamination, 

does not fulfill the PTO's obligation. Id. at 1434-35. 

Claims 26-28 all depend from claim 25, and are thus additionally patentable for the 
immediately foregoing reason as well. 

f) None of the Art Teaches Continuous Compounding 

Moreover, with respect to claim 28, which is directed to continuous compounding of the 
"fixed interest component," the Action concedes that neither reference teaches or suggests 
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h) The Prior Art Does Not Teach or Suggest an Indexed Account 
Secured by Property of the Institution 

Lastly, with respect to claim 35, which refers to the "deposit account being secured by 
property of the institution," the Action posits that "this is a well known method of running a 
bank." The Patent Owner disagrees that it was a "well known" for a bank to secure a deposit 
account with funds on deposit with that institution. Once again, the Examiner refuses to provide 
the necessary evidence that such teaching is "well-known" and has instead chosen the simplistic 
path of simply stating it to be so, without proof. The recent Lee case, discussed above, demands 
otherwise. The Patent Owner specifically requested that the Office make of record whatever 
evidence it might have in this regard, see 37 C.F.R. § 1.104(d)(2), and this was not done. 
2. Claims 36-44 

a) The Fully-Hedged Program 

Turning next to a consideration of claims 36-44, it is first noted that independent claim 36 
is directed to a particular type of what the patentee refers to as a "fully hedged" program. That 
is, a program that combines a particular type of inflation-indexed deposit account with an 
inflation-indexed loan account. It is further noted that both the deposit side and the loan side 
have both an accrual component and a principal component, and the accrual component is 
subdivided into a fixed and an indexed component. It should be noted that the indexed 
component of both the loan side and the deposit side are "responsive" {i.e., directly responsive, 
as described herein above) to the rate of inflation. Moreover, the claim refers to retiring the 
fixed interest component according to one schedule, and retiring the principal by a second 
schedule. 
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The Patent Owner would first incorporate by reference the arguments made above with 
respect to the deposit accounts of claims 24-26, 28-32 and 34-36, which are equally applicable to 
claims 36-44. 

Furthermore, it is noted that the present claim requires a full hedge of a "directly 

responsive" indexed deposit account, and a "directly responsive" indexed loan account. 

However, Mukherjee clearly teaches an entirely different system for the loan accounts. The 

Action makes reference to an excerpt on page 50, para. 3, which states "[t]he initial idea had 

been to apply an extra charge to all loans equal to half the rise in the index." However, reading 

on in that same paragraph, one discovers that this was not, in fact, what took place: "[w]hat was 

eventually decided was different and more complex": 

The money needed to make them keep pace with the cost of living was found by 
imposing an 'index surcharge 5 on all loans. The amount of the surcharge was 
usually fixed according to the proportion of the bank's deposits benefiting by 
index adjustments, so that the bank could just balance its commitments, (emphasis 
in original) 

Mukherjee, paragraph bridging pages 50-51. This concept is explained in more detail at the top 
of page 68: 

This meant, for example, that in a year when the index rose by 10 per cent, a 
bank with one fifth of its deposits in fully index-linked accounts would place an 
index surcharge of 2 per cent on all its outstanding loans. 

Thus, there were no loan accounts that obtained "a rate of return 'directly' responsive to 
the rate of inflation" as required by the claim, only loan accounts that adjusted in a manner that 
was a combined function of the number of indexed deposit accounts as a percentage of the total 
deposit accounts. In the example given by Mukherjee and quoted above, any individual loan 
account was adjusted only 2% when inflation was 10%, and even this number varied depending 
on the number of indexed accounts clearly they were not "directly" responsive. 
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b) Claims 36-44 Are Directed Specifically to a Fully-Hedged 
Program 

The Final Action's only response is that the claims do not specifically claim a "fully 
hedged" or a "directly responsive" program. This is simply not true, and it shows that somewhat 
surprising lengths to which the Examiner appears to be willing to go to defeat the patent under 
reexamination - to the extent of saying something is not so when it clearly is. The claims at 
issue (see claim 36) require both a deposit account and a loan account, and require that both be 
adjusted in a manner responsive to the rate of inflation — this is the fully-hedged program — 
where possible losses on the deposit side are "fully hedged" by similar gains on the loan side. 
The system disclosed by Mukherjee can in no way anticipate or obviate claim 36, and 
dependents therefrom, in that nowhere does Mukherjee teach of suggest the combination of an 
inflation-adjusted deposit account with an inflation-adjusted loan account. The Examiner has 
inexplicably chosen to ignore our arguments in this regard. 

With respect to dependent claims 37-44, the Patent Owner notes that since these claims 
depend from claim 36, they are patentable for the reasons discussed above with respect to claim 
36. Moreover, all additional arguments discussed above with respect to dependent claims 25-26, 
28-32 and 34-35 are incorporated by reference. 

D. Rejection of Claims 1-23, 31, 33 and 44 Under 35 U.S.C. §103 (a) 

The Action next rejects claims 1-22, 31, 33 and 44 under 35 U.S.C. §103 (a), over 
Mukherjee et al in view of Bodie and further in view of Musmanno et al The basis of the 
rejection is similar to that of the claims discussed above. However, with respect to independent 
claim 1, Bodie is additionally cited for the proposition that it "explicitly suggests an annuity 
defined in purchasing power terms." 
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a) Bodie Clearly Teaches Away 

In response, the Patent Owner specifically incorporates by reference the relevant 
arguments set forth under Section I of this response, above, which are generally applicable to a 
consideration of the invention of claims 1-22, 31, 33 and 44. The only added consideration by 
the Action is that presented by Bodie. However, Bodie, in fact, argues strongly in favor of 
patentability of the invention of these claims. Bodie reviews various hypothetical proposals for 
hedging indexed accounts and, in effect, dismisses them as unworkable ("The experience with 
VA's has been disappointing but not really that surprising", p. 5). Instead, Bodie concludes that 
"[g]iven the apparent reluctance, if not outright opposition ... the relevant question is whether 
we can find any other asset, or combination of assets, currently existing in the U.S. financial 
system that could fulfill the same function." The conclusion that Bodie reaches is that the 
solution is, contrary to the claimed invention, to link indexed accounts with "commodity futures 
contracts." Indeed, one need only consider Bodie's subtitle: 'The most promising asset base is 
T-bills hedged against unanticipated inflation with commodity futures contracts." 

This conclusion by Bodie argues in favor of patentability of the present invention for the 
very reason that "commodity futures contracts" are contrary to the explicit requirements of the 
claims. A "commodity futures contract" is NOT based on past inflation - it is, by its very nature, 
based on an expectation of future events. The Examiner's attention is directed, for example, to 
the '461 specification's specific requirement that "responsive ... is not meant to include the 
market's expectation of future inflation." (emphasis supplied). '461 Specification, Column 3, 
lines 13-14. As indicated herein above, even though claims may be construed broadly during 
examination or reexamination, it is improper to construe the claims in a manner inconsistent with 
the specification. Accordingly, the Examiner is specifically requested to recognize that Bodie 

25163517.1 

18 



teaches away from the present invention and, as such, must be considered evidence of non- 
obviousness. 

Moreover, commodities futures are known to have little correlation with inflation. Most 

energy, metals and agriculture futures are trading at the same price ranges for yearly delivery 

dates that they traded at 20 years ago. For example, natural gas has been brought back to $2.00. 

So a basket of futures contracts would not be "directly responsive" — or even "responsive"— to 

inflation. This is shown with particularity in the 1972-1974 Column 5 on Bodie's Table 3. 

There, the Bodie Real Rate of Return on Commodities Futures was 117% while inflation over 

the same period was only 25%. 

b) The Examiner's Response is Incorrect and Fails to Consider the 
Bodie Reference as a Whole 

The Examiner's only response to the foregoing argument is that "the part of Bodie relied 
upon is not the part that Applicant has referenced." Final Action at ^ 68, page 39. However, 
then, it's not clear at all just what part of Bodie the PTO is relying on. In the first Action, and in 
the Final Action, the Examiner stated that Bodie was relevant because it "suggested a 
'purchasing power annuity' which is linked to the cost of living index (page 5, col. 2)." This is 
precisely the same language that the Patent Owner is relying on to show that Bodie is evidence 
of non-obviousness. At page 5, col. 2, second full paragraph, Bodie states that the purpose of the 
paper is to present a proposal for a different kind of annuity called a "purchasing power annuity, 
or "PPA." Bodie continues, in the next paragraph, to explain that "at first glance" the only asset 
that appears capable of providing a base for such an annuity would be "default-free bonds linked 
to some index of the cost of living," but then Bodie goes on to state that such things don't exist! 
So Bodie has no explanation or description whatsoever of the nature of this hypothetical index- 
linked bond, but he concedes that in any event no such instrument exists. The author then states 
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that the only solution to his desire to provide a PPA would be to base in on commodity futures 
contracts — an indicator or future expected inflation, not past inflation. Id. at page 6, col. 1. 

The Examiner has not, but must, consider this evidence of teaching away. 

With respect to claims 2-22, 31, 33 and 44, the Patent Owner specifically notes that these 
claims are dependent from claims shown to be patentable above and are, for this reason, 
patentable in and of themselves. Moreover, the Patent Owner incorporates by reference the 
arguments made above with respect to other claims of the '461 patent. 

E. Rejection of Claims 27 and 38 Under 35 U.S.C. § 103 (a) 

Lastly, the Action rejects dependant claims 27 and 38 under 35 U.S.C. § 103 (a) over 
Mukherjee and Musmanno, as set forth above, further in view of Williamson. 

In response, the arguments set forth above regarding the respective independent claims 
are specifically incorporated by reference herein. Moreover, it is noted that claim 27 ultimately 
depends from independent claim 24 and that claim 38 ultimately depends form independent 
claim 36 and, as such, are patentable on this basis as well. 

IX. CONCLUSION 

Appellants have provided arguments that overcome the pending rejections. Appellants 
respectfully submit that the Office Action's conclusions that the claims should be rejected are 
unwarranted. It is therefore requested that the Board overturn the Action's rejections. 

Please date stamp and return the enclosed postcard to evidence receipt of this document. 
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Austin, Texas 78701 
(512) 474-5201 

Date: May 20, 2002 



David L. Parker 
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157] ABSTRACT 

Data processing for an improved securities brokerage- 
cash management system supervises, implements and 
coordinates a margin securities brokerage account; par- 
ticipation in one or more short term investments; and . 
subscriber unilaterally initiated use of charge, debit or 
checking instruments. Subscriber expenditures, ^fleeted 
as by charge card use; check and/or cash advance are 
applied on a hterarchal basis, seriatim, against the sub- 
scriber's free credit balance, short term investment and 
the lendable equity in his securities account. On a peri- 
odic basis, eg., daily, received, card charges, check, 
securities and deposit transactions for the ensemble of 
account participants are verified and employed to com- 
pute an updated credit limit for each subscriber. 
In accordance with one aspect of the present invention, 
the short term investments available to subscribers in- 
clude an ordered ensemble of insured savings accounts. 

11 Claims, 5 Drawing Sheets 
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^m,nTT»™ ~ FIG - 3 » a fl° w chart illustrating updating a short 

SECURITIES BROKERAGE-CASH MANAGEMENT term investment position functional block 45 of FIG 1- 
SYSTEM WITH SHORT TERM INVESTMENT and ' 
PROCEEDS ALLOTTED AMONG MULTIPLE FIG. 4 is a flow chart depicting representative in- 

ACCOUNTS 5 sured savings account processing 68 of FIG. 1. 

— . r . . . . Referring now to FIG. 1, there is shown in overall 

This application is a conunuation-in-part of co-pend- scope a date processing and system operational flow 
ing application Ser. No. 430,670 for "SECURITIES chart for implementing an improved securities brokera- 
ge f^^? MANAGEMENT SYSTEM" ge/cash management system incorporating the princi- 
pled 9-30-82, now U^. PaL No. 4,597,046, which, in 10 pies of the present invention. As contemplated by the 
^ * a continuation-in-part of application Ser. Nos, present invention, there are three fundamental aspects 
173,331, filed 7-29-80, and 199,408, filed 10-22-80, now of service offered to each of plural system subscriber 
US. Pat Nos. 4346.442 and 4,376,978, respectively. At the kernel of the overall system is a margin broker- 
The disclosure of such applications and patents is age account in which each customer may effect the 
hereby incorporated herein by reference. 15 usual diverse array of securities and related transaction- 

DISCLOSURE OF THE INVENTION s— eg., those offered by a full service brokerage house. 
... As a second facet, there is at least one and in general a 

This invention relates to financial business systems plurality of vehicles for short term investment of funds, 
and, more specifically, to data processing methodology e.g., pooled trusts and, importantly for present pur- 
and apparatus for effecting an improved securities bro- 20 poses, insured savings accounts ("ISA"). These invest- 
kerage and cash management system. ment accounts and/or trusts, managed by a bank, fiduci- 

It is an object of the present invention to provide an ary or custodian with ancillary services possibly fur- 
improved brokerage/cash management system. nished by an investment advisor or the like, provide 
More specifically, it is an object of the present inven- each system subscriber with one or more ways of earn- 
Uon i to provide a data processing implementation for a 25 ing yield on funds not then required for other purposes 
brokerage-cash management financial system which herein discussed. Such excess funds may be generated 
provides for automatic investment of free credit cash by subscriber deposits; by dividends or interest paid on 
balances in short term investments which include an securities in the subscriber's brokerage account; may 
msured savings account option; a full range of security represent proceeds of sale, securities redemption or like 
brokerage transaction functions; which permits con- 30 transactions in the brokerage account; or the like. The 
sumer transaction ("charge") card and check charges; third and final aspect of the instant system arrangement 
^Lvv^ mcludes safeguards against abuses, eg, comprises a transaction ("charge") card and a checking 
ch ^ ck ? m S* account The transaction card is usable at the sirt>scrib- 
The above and other objects of the present invention er's sole discretion, under his control, to charge goods 
are realized in specific fllustrative improved securities 35 and services offered by those accepting the charge card, 
brokerage-cash management system for supervising, The charge card may be independent or may be affiH- 
■ ^grating and coordinating a margin securities broker- ated with some charging system, e.g^ the well known 
age account; participation in one or more short term "VISA" charge system. The bank checks require no 
investments; and subscriber-initiated use of a transaction explanation and are simply payment orders drawn 
charge card and/or checks. Subscriber expenditures as 40 against the bank. The check amounts are satisfied from 
by charge card use, check, and/or cash advance are the subscriber's free credit balance, short term invest- 
applKxI on a hierarchal basis against the subscriber's free ment position or his securities margin account in that 
credit cash balance, short term investment 'and, finally, order. 

his securities equity. On a periodic basis, e.g., daily, By way of brief overall philosophy, charges created 
received card,- check, securities and deposit transactions 45 by the transaction card and checks drawn against the 
for the ensemble of account participants are verified and bank are. accumulated by the bank and transmitted to 
cn^yed to compute an updated credit limit for each the brokerage house. The brokerage house establishes a 
subscriber. ; credit linmT against which each siibscriber may use his 

In accordance with one aspect of the present inven- transaction card and bank checks. The credit limit ap- 
too^ttw short term m vestments available to subscribers 50 plicabk to each subscriber is in the inost fundamental of 
include an ordered ensemble of insured savings ao terms the value of the subscriber's free credit cash as 
J a* . " represented by free cash in die brokerage accountand 

The foregoing and additional features and advantages by the subscriber's short term mvestmentfs), plus the 
of theinstant nrvcntion will become more readily appar- remaining loanable value of the subscriber's securities, 
entfrom the following detailed description of a specific 55 A more precise statement of credit limit and the data 
illustrative embodiment thereof presented herembelow processing methodology to determine same is set forth 
m hiW, nJUnCtIOn accompanying: drawing, in below. Any income or receipts for the subscriber's ao 

W i™ ? 1A , fn . , count, e-g., dividends, interest, sale or redemption pro- 

FIGS, 1A and IB are respectively the upper and ceeds from a securities account or the like, are applied 
tower portions of a schematic flow chart depicting the 60 to the overall subscriber's account in a mxdetennined, 
data processing methodology and structure in accor- hierarchal manner to offer the subscriber either a maxi- 
dance with the principles of the present invention for an mixed return or a minimum interest charge. In particu- 
unproved brokerage/cash maimgement system of ac- lar, any received or generated funds are first applied to 
-> ;„ « it,..., „ . reduce or eliminate any subscriber overdrafts, Fdflow- 

.u Jv r ^ ^ depicting data processing for 65 ing this, the funds or any remaining portion thereof 
Soc^S 3^^£w*° V&d ^ faac6 °^ reduce the subscriber's margin balance, Any excess as a 
^T^lrT^ <> rthcFlG ' 1 process- general matter is then automatically invented for the 
rag Disclosure; subscriber in the one or more short term investment 
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vehicles which the subscriber has selected or is entitled limit computational variable CRDLT(I) which is the 
to pursue. credit remaining available to each of the I customers or 

Correspondingly, when funds are required of the subscribers to the system. That is, CRDLT(l) is the 
subscriber to satisfy any transaction or check charges or amount of credit remaining to the I -indexed customer 
the like, they are obtained from the composite sub- 5 for use of his transaction card and checks. This credit 
scriber account in a hierarchal, priority sequence least limit CRDLT(I) is reported for each customer to the 
negatively impacting the customer. Such funds exceed- bank for purposes of honoring charges, checks, credit 
ing yet uncommitted brokerage account cash are first advances and the like. For convenience and conciseness 
obtained by liquidation of the appropriate short term of presentation, all indexed variables (such as 
investments. Any excess requirement is then generated 10 CRDLT(I) above discussed) arc sometimes shown 
in the form of a margin loan against the subscriber's without their index. It will readily be appreciated that 
. securities. Should this be insufficient, the overage takes all per-subscriber variables are in fact so indexed. Fur- 
the form of an overdraft loan by the bank to the sub- ther for ISA processing set forth, below, doubly indexed 
scriber subject to the bank's discretion and willingness variables (I-for subscriber; J-for bank) are utilized, 
to provide such an overdraft loan. ' . 15 The functional block 26 is supplied with all custom- 

With the above overview in mind attention will now ary brokerage data stored in a brokerage account data 
be directed to FIGS. 1A and IB herein, referred to as file 27. The particular ensemble of variables supplied to 
composite FIG. 1, which is a schematic flow chart , in the credit limit computational processing 26 via file 27 
overall scope of the data processing of the instant inven- are set forth in detail below in conjunction with the 
tion for effecting the above described operations. The 20 FIG. 2 expanded presentation of credit limit computa- 
functional blocks 26, 31, and 33, 45, and 68of FIG.l are - tion. In very brief terms, they include such as the short 
expanded in the more, detailed level flow charts of term (eg., ISA and/or money market) investment posi- 
FIGS. 2-4* respectively; tion of each subscriber, the worth of his securities in the 

Beginning at the top of FIG. 1* the bank first trans- brokerage account, margin buying or loan power, and 
mits to the brokerage central processing unit a record of 25 the like. The file 27 is as above noted maintained in the 
all transactional information for each of the system customary fashion in. the brokerage house to reflect the 
subscribers, together with subscriber, identification. customer's status. As one additional external entry 
Thus, each entry will include a subscriber identification, (functional block 28), the short term investment divi- 
and transactional information such as a transaction card dends and interest earned for the customer is periodi- 
charge or credit (eg., credit for returned charged mer- 30 cally reported and reflected at the customer's storage in 
chandise) or a check identification and amount (func- the account data file 27. • 

tional block 10). A cross reference file 13 is maintained As part of credit limit updating, the customer's ac- 
at the brokerage central processing unit of system sub- count is examined for an overdraft condition (test 31). 
scribers, this being updated by manual or automatic Overdraft exannnarion and processing is also set forth in 
entries 12. The incoming transactional information from 35 detail in the FIG. 2 processing. If the customer has 
the bank is verified at functional block 14. The verifies- overdrawn his account, Le., overdrawn his "credit 
tion assures (i) that the reported transaction is for a limit" a temporary loan is extended to the customer 
subscriber who is in feci known to and authorized by (functional .block 33). The customer is notified of the 
the system; and (if) it verifies transmission and accuracy overdraft condition and required to clear the overdraft 
of the kooming mformation— eg., by the per se well 40 unless the bank is willing to extend a loan to the cus- 
knbwn system of verifying totals across batched lots of tomer in a manner de hers his brokerage account and 
fixed, predetermined size of mcoming transactional the FIG. 1 system. 

records. Following credit limit functioning, the ensemble of 

Most typically, the verification will prove out ("N0" credit limit variables CRD LT are supplied to the bank . 
output of "OUT-OF-BALANCE- test 15), and system 45 (function 29). This list of customer credit limits is em- 
flow passes to the next following test 20 to assure that ployed at the bank to limit the credit available in its 
the customer is identified in the master file which also several forms to each of the subscribers, Le^ to limit the 
will typically be a test that is satisfied ("YES" output of aggregate of usage of the customer charge card, checks 
block 20). If, however, test 15 fails ("YES" output), the - and cash advances (via the card or check) which are 
OUT-OF-BALANCE total is corrected from a sus- 50 supportable, from the customer's assets. As a former 
pense account (block 17), and a printed report of the matter, and as part of the functioning block 26, die 
discrepancy generated (function IS) before passing to credit limit variable also updates each customer's re- 
the next following customer verification. Similarly, if cord in the master file (operation 122, FIG. 2). 
test 20 finis, a proper identity is created in the Master A history file or stored record is kept of the custom- 
Ffle for the customer whose transaction is being pro- 55 ex's transactions (block 35) for various purposes, includ- 
cessed, and system flow passes for succeeding opera- big preserving data to generate periodic monthly state- 
dons. Finally for initializing processing, manual transac* meats. Following this, tests 37 and 39 operate on the 
tion entry 22 Is employed to correct items needing man- historical transactional data for the customer to flag 
ual intervention to account for errors, fraud items, sto- possible system abuses, eg^ check "toting" where de- 
len checks, or the like. 60 posits are made to obtain money market interest, and 

Following such reception and verification of incom- the deposited proceeds withdrawn to cover the initial 
ing items, the received transactional information is em- check before h clears. To uncover and prevent repeti- 
ployed in functional block 26 to compute or update the five such abuses and others, the tests 37 and 39 respec- 
then obtaining credit limit for each customer. As above tivdy determine whether or not three substantial depos- 
noted, the functions performed by die block 26 are set 65 its (test 37) or withdrawals (test 39— eg., card charges, 
forth in expanded detail in the flow chart of FIG. 2 . cash advances or checks) exceeding some predeter- 
discussed bdow. In brief terms at this point, it is the mined threshold such as $10,000 have occurred within a 
office, of processing . for block 26 to provide a credit predetenmned time period such as one month. If either 
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of the tests 37 or 3S> is answered in the affirmative, an 
output report is printed 40 to signal the incidence as a 
matter for investigation. Thus, for example, a dump of 
the entire account history might take place for evalua- 
tion. 

The overall program flow next passes to operation 45 
to selectively update the short term investment position 
(increment or decrement) depending upon whether 
excess cash has been .generated by subscriber transac- 
tions and should be placed for short term investment; or 
whether cash is required for varying purposes. Again, 
detailed processing for the functional routine 45 is set 
forth in FIG. 3, which .will be described in detail herein* 
below. Acxx>rdingly t functioning for. die block 45 is 
discussed only briefly at this point in overview. The 
processing 45 is supplied with several variables such as 
manual entries 48 which might reflect monetary depos- 
its by the customer with short term investment buy 
instructions; is supplied with master file information for 
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voked for that subscriber. As the subscriber's deposit 
grows near or above the insurance threshold (prefera- 
bly with a margin as discussed below), other functional 
blocks 69 associated with other banks are called upon. 
Suffice it for present summary description purposes, the 
incremental funds to be added to or removed from the 
customer's insured money market deposit accounts) 
are accommodated by iterative operation of one or 
more of the similar bank processing functional routines. 
68. As part of such processing, reports are generated to 
the respective institution^) for deposit/liquidation pur- 
poses. 

Finally, the short term investment transactions are 
reported to the account data processing 60 to update 
each subscriber's account data file; are employed to 
update the subscriber's master file (61); and are used to 
update the customer's local data base (step 62) as in his 
local brokerage office. 
That completes the data processing in overview for 



all customers at block 49; and is finally supplied with 20 one complete operation of the system, as for a daily 



information at block 43 reflecting security transactions 
(eg., as part of the per se normal brokerage account 
data file). The output of update money market position 
processing 45 are a buy vis-a-vis sell variable for each _ 
account, together with the amount to be bought and 25 cussed. 
sold. 

As above noted, each system subscriber has the op- 
tion to participate in one or more of several short term 
investment opportunities. To this end, test 65 deter- 



iteration. The next following day, the system will re- 
execute the functional operations of FIG. 1 employing 
the new set of operands generated during the day fol- 
lowing the previous iteratin in the manner above, dis- 



Referring now to FIG. 2, there is shown a detailed 
flow chart for credit limit updating and overdraft pro- 
cessing corresponding to functional blocks 26, 31 and 33 
of composite FIG. V It is again the overall purpose of 



min« whether these customers' excess funds are to be 30 ^ nG 2 flow ^ tQ rate the CTedi t fcmU vari- 
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invested in an insured savings account If they are not, • 
ie., if the subscriber whose account is then being pro* 
cessed has opted for one or more of the other funds to . 
the exclusion of ISA participation, one or more addi- . 
tional tests 53 determine the proper short term invest- 35 
meat money market account for the customer and a 
report is then generated to the custodian of the appro- 
priate money market trust to reflect the increase/de- 

crease for the subject customer. Thus, for die assumed input Variable 
situation of one taxable and one tax free money market 40 SMA 
funds (in addition to the insured savings account), if test 
53 determines from the subscriber's data block that a tax 
free . (or some other) money- market fund has been 
elected as the customer's primary short term investment 
vehicle, block 57 issues an appropriate data report to the. 45 
custodian for the tax free money market trust. Corre- 
spondingly, if test 53 notes a taxable trust election by the • * 
customer, block 55 issues a data report to the custodian 
of that trust >-- r 

Assuming that block 65 confirms that the customer 50 
has opted to have his short term mvestments in an in- 
sured savings account (Lc; money market deposit 
("MMDA") account insured by die Federal Deposit 
Insurance Corporation, or Federal Savings and Loan 
Insurance Coiporation, test 6$ supplies a "YES" deter- 55 
mination. There follows one or more functional block 
6&(J) associated with the processing of the subscriber's 
short term investment at that specific (J-th) bank.. More 
specifically, by government regulation, there is a limit 
(currently $100,000) on federal insurance for the money 60 
market deposit account at any one banking institution. 
Accordingly, for each system subscriber there is an 
ordered hierarchy of banks in which the subscriber's 
short term investment is placed such that the subscriber 
deposits do not exceed the $100,000 limit in any instiru- 65 MNTCL 
tion. Thus, for subscribers with less man $100,000 in 
short term investable funds, only one bank need be 
involved such that only one functional block 68 is in- 



able CRDLT for . each of the I-system customers to 
reflect the remaining available worth of that customer's 
assets. For purposes of FIG. 2 processing, the following 
variables (again, all indexed by subscriber but shown 
without index which remains understood) are em- 
ployed: 



Special and miscellaneous value of 
the customer's account, reflecting 
the Customer's borrowing power 
based oa the securities he holds 
in his brokerage account This is 
me asur ed as the then obtaining 
percentage of the value of the 
customer's brokerage assets as 
estab&hed by Regulation T of lb* 
Federal Reserve Board. The 
presently obtaining value, lor 
example; is 50% for common stocks.- 
Firm maintenance excess of the 
customer's account representing 
the customer's borrowing power 
based upon the brokerage house 
defiohioa of the loan value of 
the customer's securities. A 
typical presently obtaining value 
ought be 70% of the security 
valuation. '. 

The value of die customer's short 
terra investment fund account. 
The value of the checks, charges, 
cash advances, and credits 
respectively, reported by the bank 
for the interval since the 
previous processing. 
Represents the amount of any- . 
Regulation T call against the 



MMKT 

CKS. CRQS, CASHAV, 
CREDT 



REOTCL 



CASHBL 



The amounts of any maintenance . 
call against the account. 
This variable represents the cash 
inquired for transactions in the 
customer's securities cash account. 
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-continued variable for the customer CRTl is set equal to his 

money market balance less the amount needed to satisfy 
fund requirements in a manner analogous to that given 
above with respect to statement (3), as by; 

CRT 1 = M M KT — [REGTCL + MNTCL + T- . 
TRAS+CASHBLJ (4) 



Output Variables 




CRDLT 


As above .discussed, this b the 




credit limit remaining to the 




customer folk) wing all processed 




transactions. 


NLOAN 


The new or additional loan 




increment required for any 




customer overdraft 



(functional block 105). 
in The provisional credit variable CRTl as defined at 
With the above variable definitions in mind, attention the output of functional block 96 or 105 is supplied to 
will now be directed to the processing of FIG. 2. As a test 110 to assure that the provisional variable CRTl is 
. first matter, the value of "today's transactions" (a com- positive. If it is ("YES" output of test 110), the customer 
putational variable TTRAS), Le., the value of all trans- credit limit variable CRDLT is set equal to CRTl (11*) 
actions for the customer for the subject processing day, 15 thus completing execution of the FIG. 2 processing. If 
is computed as the algebraic sum of the checks (CKS), the provisional credit variable CRTl is not greater than 
charges (CRGS), cash advances (CASHAV) and cred- zero ("N0" output of test 110)— as by debit transactions 
its (CREDTS). A didactic fortran-type statement is exceeding the money market and borrowing power of 

the customer's securities the credit limit variable for the 
ttras=ocs+crgs+cashav + credts (!) ^ customer is set equal to zero (block 112). Functional 

. block 116 next detenmnes whether or not the custom- 

Test 81 first detenmnes whether either of the special cr's transactions TTRAS exceed the absolute value of 
and misceDaneous or firm maintenance excess values for the provisional credit limit CRTl and functional blocks 
the subscriber (SMA OR FME variables) is equal to ng and 121 generate a new loan amount NLOAN as 
zero which would indicate that no customer borrowing 25 the lesser tn absolute value of the transactions (118) or 
power remains in the subscriber's brokerage account, provisional credit limit (121). This, again, completes 
applying the more rigorous of the two standards. As- processing for the customer with zero value in 
summg test 81 fails (W branch) thus signalling that CRDLT, an appropriate new loan amount NLOAN 
the customer does have remaining borrowing power, being generated. 

test 83 detennines whether the Federal Reserve (SMA) ^ Continuing with respect to FIG. 2 processing, if the 
or brokerage firm internal (FME) standard is the more customer has no borrowing power in his securities ac- 
stnngent and, depending upon the outcome, sets a com- count ("YES" output of test 81) and has no short term 
mitaDon^^intennediate credit variable CT equal to the investment value C W output of test 85), and if he has 
lesser of the SMA or FME stored values (steps 88 and generated transactions (TTRAS) by using his charge 
90). A further computaUonal credit limit variable CTR1 35 card or checks notwitistanding the absence of anything 
bi ten set amal to the sum of the CT variable (lesser of to support such transactions ("YES" output of test 87), 
FME or SMA) plus the sum of the customer's short a new loan is established equal to his transactions (step 
term myestment amount (MMKT), 100), his credit limit is set equal to zero (102), and an exit 

CRti=cr+MMKT en * * VOm 2 processing. As a final mode of 

^ 40 HG. 2 processing, if the customer has a positive money 
(functional block 921 market balance (**YES" exit from test 85), and has no 

The processing variable CRTl is updated (block 96) ™Z? y ^-™^T. ^ °^" tof his 
to be decrenSj for amounts due in&e account for £^?m t tX* £ ^"J™*. "? ~ 
Federal Reserve Regulation T calls (REGT^^aJn- block «*> «* " ***** frora 2 

crti =cicn— OtEOTCL+MNTCL+T- CRDLTtT) for each of die system's customers, le., the 

TRAS+CASrfflq (3) 50 amount re m ai ning to that customer for use by his - 

charge card, checks and cash advances. Also computed 
The variable CRTl following processing 96 represents such processing ts the mcremented loan value 

a provisional credit limit for the subscriber subject to NLOAN(I) to be added to the customer's overdraft 
further processing below (fiscussed. Referring now to FIG. 3 there is shown a detailed 

The above described functkming foflowed when test 55 flow chart winch executes the updated short term in- 
81 noted positive kndable proceeds remaining in the vestment position functbning operation 45 of FIG. 1, 
subscriber's brokerage account ("N0" output of test 81). LC -> detenmnes whether or not short term investments 
Assuming there to be no such Iendable amount— Le^, should be increased or decreased and, if so, by what 
where the subscriber has no marginable securities or total amount Such processing involves as variables: 
where they arc already folly margined ("YES" output 60 
of test 81), test 85 then detenmnes whether customer : — „ . r< . — . 
money market (MMKT) value is greater than zero, Le., fop* Variables 

ft* the ens^^has a long short term mvestmeut ACBAL te^!%££%Z£ 
position although he has no marginable securities. As- for such as dWiotaMnterest. 

suming this to be the case, test 98 detenmnes whether 65 deposits and so forft. 

funds are required of the account to satisfy Regulation TOMSET The amount of securities trades 

SoS^lzf 0 " 5 " l f ^ Ifso depyt ^tr-r^x... 

( YES" Output Of test 98% the provisional Computation period, assumed tobeone day; 
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IMS-TI- 



CKS, CRGS, CASHAV. 
CRDTS 



MANBY 



SHTSLM 
SHTSLC 



Output Variables 
BUY/SL 

AMT 



being processed. - 
Imoiediatc securities settlement 
items (for example; security 
redemptions}. 

The value of the checks, charges, 
cash advances, and credits 
respectively, reported by the bank 
for the interval since the 
previous processing. 
.'The amount of manually entered 
short term investment buys. 

: Short sales in the customer's 

'. mar gin account 

■ Short sales in the cash account 

■ . against securities held by a 
* customer and overdue. 

Decision to buy or to sell short 
term investments. 
Amount of short term position to 
be bought or sold. 



10 



15 



20 

Again, it wiD .be appreciated that each of the above 
variables is actually indexed to reflect each such quan- 
tity for each customer. The indexing variable (J) has 
been deleted for convenience. 

Referring now to the flow chart of FIG. 3, as a first 25 
matter, a processing net present account balance van- . 
able ACBAL1 is computed to be the cash balance AC- 
BAL, less funds required to pay for the customer's use 
of his charge card, checks and the Eke (TTRA), or to 
pay amounts due in his . brokerage account which are 30 
either overdue or which will be settling during the next 
day (TOMSET), as by 



appropriate. If all his short term position is sold (145), 
the difference between what the customer needs and his 
MMKT amount opens a margin loan. transaction (144). 
Turning now to the alternate or M N0" branch of test 

132 (which presumes that the current iteration of pro- 
cessing is not the money market buy/sell assumed Fri- 
day dateX test 133 first detennines whether the net 
account balance ACBALl which reflects subscriber 
expenditures is positive. If it is not, the "N0" exit of test 

133 enters the SELL subroutine above discussed to sell 
either all the short term position or a lesser amount if 
that will suffice to cover the subscriber's expenditures 
and securities requirements. Assuming ACBALl is 
positive; indicating an excess of cash over requirements 
in a customer account ("YES" exit of test 133), func- 
tional block 135 computes a computational variable 
ITEMS which is the. sum of variables .representing yes- 
terday's deposits (DEPYT), securities sales settling 
tomorrow (TOMSET), and immediate settlement items 
such as redemptions (IMSET) as by 



rrEMS— DEPYT +TOMSET+ IMS ET 



(6) 



ACBALl =ACBAL— (T- 
TRAS+SHTSXJrf+SrTTSLC+TOMSET) 



(5) 



35 



(block 130). In FIG. 3, it is assumed that short term 
investment purchases will occur only once per week, as 
on a Friday— and functional block 132 determines . 
whether or not the particular iteration of FIG. 3 pro- 
cessing is taking place at the predetermined, e,g^ Friday 40 
time. If it is ("YES" output of test 132) and if test 136 
confirms that the provisional variable ACBALl is pod- 
tjve ("YES" output), processing enters a BUY subrou- 
tine. Accordingly, the buy/sefl distinguishing output 



It is desired that the subject proceeds reflected in 
ITEMS be invested in a short term account immedi- 
ately and not await the next investment (assumed Fri- 
day) date. If such items ITEMS exceed ACBALl (test 
149) provides a "YES n output; a processing variable . 
INAT is set equal to zero (step 153) and processing 
enters the BUY subroutine to purchase the requisite 
savings account balance or money, market shares by 
setting the BUY/SELL variable to the buy condition 
(155) and loading the AMT variable with the ACBALl 
value. If the immediately investable ITEMS amounts 
are less than ACBALl, ACBALl is set equal to 
ITEMS (step 150), the computational variable INAT is 
set equal to the difference between the processing vari- ~ 
ables ACBALl and ITEMS by 



INAT ~ ACBALl -ITEMS 



and the BUY subroutine is entered as above discussed. 
The foregoing processing is required since two ITEMS 
ZSJ^iSSSi Ft ^^uT'^^r output x constituents DEPYT and IMSET are inherently re- 
vanable BUY/SELL a set to a buy condition (eg. by « - m ACBAL and therefore in ACBALl and must 

not be twice counted. 



loading the variable BUY/SELL with a positive in- 
teger— functional bloctl55j, and the amount of short 
term investment AMT variable is loaded with the pro- 
visional sum ACBALl (step 157). 



Finally, functional blocks 158, 159, 160 and 162 ac- 
commodate manually entered buy commands. If there is 



signalling that the subscriber charges exceed the surplus 
funds in his securities account, the data processing en- 
ters a SELL subroutine to sell sufficient short term 
investment assets to obviate the difference or cash re- 
quirement (assuming such shares to exist). Test 138 
determines whether or not the customer has a short 
term investment poshion (Le. whether MMKT exceeds 
zero). If he does not, his margin loan is increased (139) 
and FIG. 3 processing exits. Assuming the subscriber 



158, test 159 sets the purchase variable ACBALl equal 
to the lesser of INAT (162) or the manual buy 
(MANBY) (160) and the BUY loop is entered to pur- 
chase the appropriate amount. (AMT). Once this is 
55 done, the next iteration through test 158 will reflect that 
the manual buy has been processed, at which point the 
composite processing of FIG. 3 is completed and the 
"YES" exit of test 158 passes to the exit of FIG. 3. 
Turning now to FIG. 4, there is shown in more spe- 



does have a positive short term investment (MMKT) 60 cific detail system functioning for an illustrative one of 
balance; step 140 sets die buy/sell BUY/SELL variable the bank processing blocks 68(f) discussed in overview 
to the sefl condition (eg. a stored negative integer). above with respect to FIG. L To briefly reiterate, it is 
Test 141 then determines whether the account balance . a principal object of this invention to provide a system 
provisional variable ACBALl exceeds the short term arrangement which, permits each subscriber . to the in- . 
(MMKT} position and, depen&ng upon the results of 65 stent securities brokerage-cash management system to 
the test; the amount (AMT) variable of short term funds invest his unconimitted monetary assets at his option in 
to be fiquidated is set to the lesser of the money market money market deposit (MMDA) accounts. Lex, savings 
MMKT (step 145) or ACBALl variable (step 143) as accounts at commercial or savings banks, or the like 
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where those short term investments are protected by 
insurance from federal agencies. As part of the overall 
processing it is recognized that the F.D.LC/RS.L.LC 
will protect a subscriber at any individual bank for 
deposits up to a maximum amount. set from time to time 
. by governmental edict, eg., $ 100,000 at present More- 
over, that amount covers the. aggregate of all deposits 
by the specific customer at the particular financial insti- 
tution, to include certificates of deposit as well as 
MMDA amounts. Accordingly, processing, for the in- 
stant invention allots a maximum of $97,500 to any 
specific institution for all of the customer's deposits, 
permitting an incremental amount ($2,500 for the as- 
sumed strategy) for account growth by way of interest 
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-continued 



Variables 



$97,500 amount 



10 



Referring specifically now to the flow chart of FIG. 
4, there is shown an operational flow chart for an illus- 
trative bank processing block 68(J) of FIG. 1 operative 
in an account opeiiing/increasing mode as when func- 
tional block 45 (FIGS. 1 and 3) furnishes an amount 
AMT to be deposited on behalf of the i-th customer in 
an insured savings account Further, a specific (j-flO 
bank of highest priority for the customer is identified- 



_ either by manual input from entry apparatus 161 or 

Moreover, financial institutions are allotted to cus- 15 automatically on the above-described geographically 
tomers on a.hierarchal, ordered basis such that cus- remote basis. Functional block 162 first determines 
tomer deposits fill a first (highest priority) institution up whether or not the illustrative j-th bank is at or exceeds 
to the allotted $97,500 before opening an account with its maximum, Le,, has all the short term deposits which 
a second, next highest priority institution and so forth. it desires to receive. If the upper bound is attained or 
Alternatively, input apparatus. 161, e,g^ a manually 20 exceeded ("YES** output of test 162), a test 165 detcr- 



operated keyboard, can enter a specific desired bank 
. identification. 

Absent overriding manual instructions, subscribers 
are allotted to banking institutions in accordance with 
any useful strategy, eg., by matching a subscriber with 
banks in a geographically distant location to reduce the 
probability of customer certificate of deposit relation- 
ships with that institution (thus preserving all or sub- 
stantially all of the $97,500 for MMDA purposes). 
' Banks in the distant area maybe pre-assigned to custom- 
ers in a fixed, predetermined hierarchy; or may be as- 
signed on a probablistic basis. 

It will also be appreciated that additional monetary 
restrictions may be accommodated where possible. 
Thus, MMDA accounts may be characterized by a 
$2,500 minimum threshold to earn interest at a money 
market equivalent rate. It is thus desirable to maintain at 
least that $2^00 sum in all insured savings accounts for 
each customer even where one or more of the accounts 
will have less than the system predetermined upper 
bound, ie, less than $97,500 while a second,, lower 
priority institution has $2,500 or so on deposit Finally, 
it must be recognized that each bank may have a maxi- 
mum overall participation for all customers (Le., can 
usefully accommodate only a certain amount of short 
term deposits) subject to the constraint that once ac- 
cepting a deposit from a customer the institution will 
permit the customer to fill up his $97,500 allotted 
amount Other financial strategies and adaptations win 
be readily apparent without departing from the scope of 
die present invention. 

With the foregoing in mind, data processing variables 
for FIG. 4 processing include: 

Variables 

BAL(U) A douWy tndescd variable 

representing the balance for the - 
insured money ntarkct de-posit 
(MMDA) account for the i-th 
c ustom e r In the J-th bank or 
- - financfal trrcrl ration. 

CD(U) The amount, if any, for 

certificates of deposit of the 
i-th customer at the j-th bank 

A VAIL An intermediate processing 

variable repr csentiitg the amount 
of oVtw sU* available to a 
customer at a bank within the 
constraints of not exceeding the 



25 



30 



35 



40 



45 



mines whether the present balance for the i-th customer 
(BAL&J)) is greater than xero, Le., determines whether 
the i-th customer already has an opened account with a 
non-zero balance at the institution. If not ("N0" output 
of test 165), processing flows to the bank next in order 
(block 68 (j-hl) for the j+lst bank) to accommodate 
the deposit requirements for the i-th customer. How- 
ever, for the usual case where the subject j-th bank is 
not at maximum ("N0" output of test 162), or where the 
customer already has a balance at the bank ("YES" 
output of test 165), processing; continues within the 
context of block 68(J). 

The next sequence of processing operations 168, 170, 
173 and 176 are utilized to assure that a deposit is not 
made in an institution below the minimum (assumed 
$2,500) threshold. Test 168 determines directly whether 
or not the sum of the customer's existing balance (BAL- 
(IJ)) together with the amount to be deposited (AMT) 
is less than $2300. If it is not f Nf output of test 168) 
there is no difficulty with the minim nm MMDA thresh- 
old and processing skips to test 180 below discussed. 
However, if there is a threshold problem ("YES" out- 
put of test 168), $2^00 is borrowed from the customer's 
next most senior MMDA account institution (the J— 1 
bank), as by . 



BAL(U^r)=BAL(U-I)-2500 



50 



The result of this transaction is communicated to the 
subject J— 1 bank (block 173) and die amount to be 
deposited (AMI) is increased by $2,500, 



AMT^AMT+2500 



CO 



55 (functional block 176). 

Test 180 next determines whether the sum of the 
amount to be deposited (AMI), the customer's existing 
MMDA balance (BAL (U)) and the certificates of. 
deposit by the customer at that institution (CD(I J)) 
exceeds the allotted upper bound, as by program 
branching depending upon the inequality 



60 



AMT+BAL(U)+CD(U) 97,500 



(10) 



65 (block 184). If they do not (V output of test 180), 
the entire amount to be deposited (AMT) may be depos- 
ited in the j-th bank for the i-th customer and this may 
be effected by 
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parting from the spirit and scope of the present inven- 

BAL(U) = BAUU)+AMT (II) tioa 

What is claimed is: 

An appropriate report is issued to the j-th bank to imple- 1. In combination in a system for processing and 
ment the deposit (block 186) at which point processing 5 supervising a plurality of composite subscriber accounts 
returns to block 60 of FIG. 1 above discussed. each comprising a margin brokerage account, sub- 

If test 180 determines thai the lull amount to be de- scriber implemented funds withdrawal means, and par- 
posited (AMT) would overflow the insured predeter- . ticipation in at least one short term investment including 
mined limit for the j-th bank ("YES" output of test 180), at least one insured savings account, manual transaction 
processing passes to block 181 to determine that partial: 10 entry means, brokerage account data file magnetic stor- 
amount (AVAIL), if any, of the total amount (AMT) age means for storing current information characterize 
which may be deposited in the j-th institution, Le., the ing each subscriber margin brokerage account, means 
amount by which the: total of the customer's balance for receiving subscriber funds withdrawal transaction 
(BALOrO) and certificates of deposit (CD(U)) do not information, means for generating an updated credit 
exceed the limit as by 15 linn* for each account operating upon said brokerage 

account data file, storage means and said received sub* 
avail =97500- BAL<I,J)—CD(U) (12) scriber implemented withdrawal transactional informa- 

tion, means for selectively generating short term invest- 
If the available amount (AVAIL) is zero or negative ment transactions as required to generate and invest 
. ("N0" output of test 190), none of the amount to be 20 proceeds from said subscriber's accounts, and means for 
deposited (AMT) will be acconmiodated at the j-th updating the short term investment position for said 
bank and processing passes to the j-f 1 bank to seek subscriber accounts, said updating means including at 
investment there* Assuming, however^ that AVAIL is ^ east 006 bank money market deposit account process- 
positive ("YES" output of test 190), functional block m S means, each of said money market deposit account 
192 increases the balance at the j-th bank up to the 25 processing means including test means for rejecting 
$97,500 limit, as by deposits in excess of a predetermined insurance limit- 

related upper bound. 

BAL(U)= BALQJ) + avail (13) 2. The system as in claim 1, wherein said short term 

investment available to system subscribers further com- 
and block 194 decreases the amount (AMT) to be de- 30 prises money market trust means, and means for aliot- 
. posited by the funds (AVAIL) taken by the j-th bank, ting funds between said money market trust means and 

said insured savings account 
amt=amt— avail (14) 3. A combination as in claim 1 or 2, wherein said 

subscriber implemented funds withdrawal means in- 
A report is rendered of the funds (AVAIL) deposited in 35 eludes checking account means, 
the j-th bank (block 196) and processing, passes to the " 4. A <xnnbination as in claim 3, wherein .said sub- 
sequence of operations 68 (J-f 1) to process the modified scriber implemented funds withdrawal means further . 
amount AMT resulting from step 194. comprise credit card means. 

Thus, the bank processing 68 illustrated for the j-th 5 - A system as in claim 3 further comprising means 
bank in FIG. 4 may identically recur on a bank by bank 40 for generating a subscriber loan record when the sub- 
basis until the entire amount has been invested or the scriber*s aggregated expenditures exceed the value of 
sequence of banks exhausted (at which point other con- the 50014 term investments and securities loan value as 
tingent money market trusts may absorb the remainder). reported by said brokerage account data file means. 
Alternatively, the last bank in the hierarchy being the * A 35 m claim 1 or 5, wherein said system 

least most probable for the i-th customer, may simply 45 ' mciudcs P lura ? bank money market deposit ac-: 

agree to accept afl deposits.^ proct^ing means, said plural money inarte de- . 

described has focused on the acceptancT^ f^'^^ifT^ ^FV 1 *? 

withdrawals occur m a direc^lnalc^ 3«i h*nm*y, each of satoT money market deposit account 
liquidating funds seriatim from the- bank having the „ ST* 5 ?^ "ff* ^"^ng mcam . for ^^^fc 
l«w«* nwU nnnnfv fnni.A netn^ ™ f u_,^T # . 50 its which attain or exceed a minimum predetermined 
wl^™, P r cu ^ omer "P ^f 0 ^ wc threshold bound for each of a corresponding ordered 
taghestonto untdatttods quired to satisfy crmrges rf ^ fo^Mcb^uo^o^ 

"**J t6S > 1 ]^r i ™'Z% hc utifi^maintam 7. A combination as in dahnt 5 or 6. wherein each 
a minimum (eg, $2,500) at each tnsututioiL 5 5 of said bank account processing means include report 

The above described composite arrangement has thus generating means, and means responsive to a deposit in 
been shown to provide an unproved securities brokera- excess of an account upper bound for apportioning said 
ge/cash management system which supervises and inte- deposit among plural money market deposit accounts to 
grates a brokerage account, a charge card, checking, not exceed such limit 

and one or more short term investments which include 60 8. A combination as in claim 1 or 2 futhter comprising 
insured savings accounts, providing great flexibility for meam for generating a stored record of each subscriber 
the account subscriber, while providing insured earned deposit and subscriber implemented funds withdrawal 
income for funds not invested or required to satisfy transaction, and means for providing an output alert 
expertitures. record responsive to either of said deposits, or the sub- 

The above described arr angement is merely illustra- 65 scriber implemented withdrawals exceeding predeter- 
tive of the principles of the present invention. Numer- mined pattern norms. 

ous modifications and adaptations thereof will be 9. A system as in claim 1 or 2, wherein said updated 
readily apparent to those skilled in the art without de- credit limit generating means comprises means for accu- 
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mutating the amount of charge card usage and checks deposits to customers not already having a money mar- 
Tor each subscriber, means responsive to said brokerage ket deposit account at a specific institution responsive to 
account data file means for generating a subscriber that institution's stored deposit limit being exceeded, 
updated credit limit measured by the difference be- 1L In combination in a system for processing and 
tween the limiting residual subscriber brcl^rage^ac- 5 supervising a plurality of composite subscriber accounts 
count securities loan value augmented by de value of each comprising a margin brokerage account, sub- 
the subscriber's short term investment, decremented by scriber implemented funds withdrawal means, and par- 
the value of the subscriber's aggregate expenditures and ticipation in at least one short term investment including 
funds required for brokerage account purposes, means at least one insured savings account, manual transaction 
for reporting said updated credit limit to said brokerage 10 mcan% brokerage account data file magnetic stor- 
account data file means. means for storing current mfonnation characteriz- 

10. In combuiadon in a system for processing and ing ^ subscriber brokerage account' means 

supemsmga plurality of composite subscriber accounts for recdvi subscriber funds ^^^1 transaction 
each compnsmg a our^ brokerage account, sub- . Mormasioiu means for generating an updated credit 
scnoer implemented tunas wiuiarawai means,_ana par- 15 limit for each 

account operating upon said brokerage 

ticipanon in at least one short term investment including .^♦ci* 1 -j . , ^ 

A » ^ . % . %tf JT- account data file storage means and said received sub- 

at least one insured savings account, manual transaction . . , * , * • . f . . 

entry means, brokerage account data file magnetic stor- Hnpfcmented w,thdrawal transactional uiforma- 

age means for storing current information characteriz- tion, means for selectively generating short term invest- 
ing each subscriber margin brokerage account, means 20 ■** transactions as reqiured to generate and invest 
for receiving subscriber funds withdrawal transaction pn^ceeds from said subsenber's accounts, and means for 
mfonnation, means for generating an updated credit °P datm S snort term investment position for said 
limit for each account operating upon said brokerage subscriber accounts, said updating means including at 
account data file storage means and said received sub- Ieast one bank money market deposit account process- 
scriber implemented withdrawal transactional informa- 25 means » of said money market deposit account 
tion, means for selectively generating short term invest- processing means including test means for rejecting 
ment transactions as required to generate and invest deposits m excess of a predetermined insurance limit- 
proceeds from said subscriber's accounts, and means for related upper bound wherein said system includes plural 
updating the short term investment position for said of said bank money market deposit account processing 
subscriber accounts, said updating means including at 30 means, said plural money market deposit account pro- 
least one bank, money market deposit account process- cessing means being in an ordered hierarchy, each of 
ing means, each of said money market deposit account said money market deposit account processing means - 
processing means including test means for rejecting including means for providing deposits which attain or 
deposits in excess of a predetermined insurance limit- exceed a minimum predetermined threshold bound for 
related upper bound wherein money market deposit 35 each of a corresponding' ordered hierarchy of bank 
account processing means includes means for storing a institutions for which any subscriber maintains a money 
maximum program savings account deposit limit for market deposit account 
each participating restitution, and means for precluding * * * * * 

40 



45 



50 



55 



60 



65 



APPENDIX 2 
EXHIBITS 

Exhibit A - Mukerjee et al. 
Exhibit B - Musamanno et al. 
Exhibit C-Bodie 
Exhibit D - Williamson et al. 

Exhibit E - Markman Order, U.S. District Court for the Western District of Texas 



25163517.1 



APPENDIX1 



PENDING CLAIMS 



1. An investment system for providing an improved capital structure for an institution 
comprising: 

means for establishing data representative of at least one deposit account for a term, the deposit 
account having a deposit principal component and a deposit accrual component, the deposit 
accrual component having a fixed interest component and a variable interest component; and 

an account management data processor for servicing the deposit account over the term, 
including: 

means for determining the rate of inflation; 

means for adjusting the amount in the deposit accrual component in a manner responsive to the 
rate of inflation; 

means for retiring the fixed interest component by a first schedule over the term; and 

means for paying the deposit principal component according to a second schedule over the term. 

2. The system of claim 1, the account management dataprocessor further including means for 
retiring the variable interest component by a third schedule over the term. 

3. The system of claim 2, wherein said first, second and third schedules are the same schedule. 

4. The system of claim 1, wherein the deposit principal component paying means comprises 
means for making a lump sum payment at the end of the term. 

5. The system of claim 1 further comprising: 

means for establishing data representative of at least one loan account for a term, the loan 
account having a loan principal component and a loan accrual component; and 

the account management dataprocessor further including 

means for determining the amount in the loan accrual component in a manner responsive to the 
rate of inflation; and 
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means for retiring the loan account over the term. 

6. The system of claim 5 wherein the loan account retiring means comprises means for retiring 
the loan accrual component by a first schedule over the term and further comprises means for 
retiring the loan principal component by a second schedule over the term. 

7. The system of claim 5, the account management dataprocessor further comprising means for 
enhancing the loan principal component responsive to the loan accrual component and wherein 
the loan account retiring means comprises means for retiring the principal component by a 
schedule over the term. 

8. The system of claim 5 wherein the loan accrual component comprises a fixed interest 
component and a variable interest component. 

9. The system of claim 8, the account management data processor further comprising: 

means for enhancing the loan principal component in a manner responsive to the variable interest 
component; and 

wherein the loan account retiring means comprises: 

means for retiring the fixed interest component by a first schedule over the term; and 
means for retiring the loan principal component by a second schedule over the term. 

10. The system of claim 8, the account management dataprocessor further comprising: 

means for enhancing the loan principal component in a manner responsive to the variable interest 
component; and 

wherein the loan account retiring means comprises: 

means for retiring the fixed interest component by a first schedule over the term; and 
means for retiring the loan principal component by amortization over the term. 

11. The system of claim 10 wherein the means for retiring the fixed interest component by a first 
schedule over the term comprises means for reducing the amount in the fixed interest component 
by a predetermined portion at preselected iteration periods. 

25163517.1 
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12. The system of claim 1 1 wherein the means for retiring the loan principal component by 
amortization comprises means for retiring a portion of the loan principal as determined by the 
formula: ##EQU5## wherein R=the portion retired; A=the amount of the deposit principal; and 

PVTF is defined as ##EQU6## wherein N is the number of iteration periods remaining +1, and i 
is a fixed interest rate. 

13. The system of claim 12, wherein the amortization comprises a lump sum payment at the end 
of the term. 

14. The system of claim 5 wherein the loan account is a mortgage account. 

15. The system of claim 5 wherein the means for adjusting the amount in the loan accrual 
component in a manner responsive to the rate of inflation comprises means for multiplying the 
loan principal component by the rate of inflation when said rate reflects a positive rate of 
inflation. 

16. The system of claim 1 wherein the means for determining the rate of inflation comprises a 
consumer price indexing means. 

17. The system of claim 1 wherein the deposit account is a certificate of deposit account, bond 
account or annuity account. 

18. The system of claim 1, the account management dataprocessor further including means for 
enhancing the deposit principal component in a manner responsive to the variable interest 
component by multiplying the deposit principal component by a variable interest rate and adding 
at least a predetermined portion of their product to the deposit principal component. 

19. The system of claim 1 wherein the means for adjusting the amount in the deposit accrual 
component in a manner responsive to the rate of inflation comprises means for multiplying the 
deposit principal component by the rate of inflation when said rate reflects a positive rate of 
inflation. 

20. The system of claim 1 wherein the means for retiring the fixed interest component by a first 
schedule over the term comprises means for reducing the amount in the fixed interest component 
by a predetermined portion at preselected iteration periods. 
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21. The system of claim 20 wherein the means for paying the deposit principal component 
according to a second schedule comprises means for paying a portion of the deposit principal by 
amortization as determined by the formula: ##EQU7## wherein R=the portion paid; A=the 
amount of the deposit principal; and 

PVIF is defined as ##EQU8## 

22. The system of claim 21, wherein the amortization comprises a lump sum payment at the end 
of the term. 

23. The system of claim 1, wherein the means for adjusting the amount in the deposit accrual 
component in a manner responsive to the rate of inflation comprises means for multiplying the 
deposit principal component by the rate of inflation when said rate reflects a positive rate of 
inflation. 

24. In combination, in an investment system for managing inflation risk: 

means for establishing data representative of a deposit account with an institution, the deposit 
account having a principal component representing the cash investment of a depositor for an 
account term, and an accrual component comprising a fixed interest component which is 
enhanced at a fixed interest rate times the principal component and a variable interest component 
which is enhanced at an index responsive to the rate of inflation times the principal component; 
and 

an account management dataprocessor including means for paying the deposit account over the 
term. 

25. The combination of claim 24, the account term being divided into a plurality of iteration 
periods. 

26. The combination of claim 25, the fixed interest component for the current iteration period 
being enhanced additionally at a fixed interest rate times the accrual component for the previous 
iteration period. 

27. The combination of claim 25, the variable interest component for the current iteration period 
being enhanced at an index responsive to the rate of inflation of the accrual component for the 
previous iteration period. 
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28. The combination of claim 25, the fixed interest rate being compounded continuously. 

29. The combination of claim 24, wherein the deposit account comprises a bond account, a 
certificate of deposit account, or an annuity account. 

30. The combination of claim 24, the principal component being constant over the account term 
and retired at the end of the account term by a lump sum payment to the depositor. 

31. The combination of claim 24, the principal component being retired over a plurality of 
iteration periods in the account term by payments to the depositor in each iteration period. 

32. The combination of claim 24, the accrual component being retired over a plurality of 
iteration periods in the account term by payment to the depositor in each iteration period. 

33. The combination of claim 24, the index corresponding generally to the consumer price index. 

34. The combination of claim 24, the deposit account being used to finance property of the 
institution. 

35. The combination of claim 24, the deposit account being secured by property of the 
institution. 

36. A system for managing deposit and loan accounts, comprising: 

means for establishing data representative of at least one deposit account for a term; 

means for establishing data representative of at least one loan account for a term, the loan 
account having a loan principal component and a loan accrual component, the loan accrual 
component having a fixed interest component and variable and variable interest component; and 

an account management dataprocessor for servicing the accounts over the term, comprising: 

means for adjusting the amount in the deposit account in a manner responsive to the rate of 
inflation; 

means for paying out the deposit account; 
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means for determining the amount in the loan accrual component in a manner responsive to the 
rate of inflation; and 

means for retiring the loan account over the term, including 

means for retiring the fixed interest component by a first schedule over the term, and 
means for retiring the loan principal component by a second schedule over the term. 

37. The system of claim 36, the account management dataprocessor further comprising means 
for retiring the loan variable interest component by a third schedule over the term. 

38. The system of claim 37, wherein said first, second, and third schedules are the same 
schedule. 

39. The system of claim 36, wherein the means for retiring the loan account permits prepayment 
of the loan account. 

40. The system of claim 36, the account management dataprocessor further comprising means 
for enhancing the loan principal component in a manner responsive to the variable interest 
component by multiplying the loan principal component by a variable interest rate and adding at 
least a predetermined portion of their product to the loan principal component. 

41. The system of claim 36, wherein the means for determining the rate of inflation comprises a 
consumer price indexing means. 

42. The system of claim 36, wherein the deposit account is a certificate of deposit account, bond 
account, or annuity account. 

43. The system of claim 36, wherein the loan account is a mortgage account. 

44. The system of claim 36, the deposit account having a deposit principal component and a 
deposit accrual component wherein the means for paying out the deposit account includes means 
for paying out the deposit principal component by a schedule over the term and means for paying 
out the deposit accrual component by a schedule over the term. 
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A*i innovation for cs 
stable real retirement 
income* 



The most promising asset base is T-bills hedged against 
unanticipated inflation with commodity, futures contracts. 
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n no area of financial planning is the problem 
created by inflation more acute than in providing for 

■ ■retirement income. The essence of the problem is that 
» household's needs are defined in terms of real goods 
d services, while conventional private pension 

Iaptaiisiand contractual savings schemes offer a 
■money-fixed stream of benefits. Although the prob- 
~n is mitigated in the U.S. by Social Security provi- 

I— ins for a cost-of-living adjustment to retirement 
■benefits, Social Security benefits for most households 
■only provide a "floor" that must be supplemented at 
t in part with income from other retirement plans. 

IKt is no wonder, therefore, that labor unions have 
pstarted to include a demand for cost-of-living es- 
tors in pension benefits in their recent contract 

I said he did*«g^ons. 
either inlbtxv * J 1 * ai > inflationary environment, conventional 
>ney-fixed pensions and contractual savings plans 
■ W 1 * risky both as vehicles for accumulating savings and 

Mling less Bla< ^ s ? our ces of retirement benefits. This was one of the 
'derations that led to the development of equity- 

II could take variable annuities (VA's) in the 1950's. At that 

let Ehrlich t ^ ae ' experts believed that common stocks 

^ould provide a hedge against inflation, in the sense 
^ she never L ^ stock prices would 'on average increase at at least 
Msted,"inCas same ra te as the prices of consumption goods. 

research reported here is part of the NBER's research 
J^ect on the changing roles of Debt and Equity Finance in 
J-S- Capital Formation in the United States, which is being 
Lnanced by a grant from the American Council of Life Insur- 
I am grateful to Peter L. Bernstein, Benjamin M. 
^p™ 3 ^ Robert C Merton, and Robert A.Taggart, Jr. for 
J^hd comments. Any opinions expressed are those of the 
^thor and not those of the National Bureau of Economic 
search; 
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Hence, by investing a portion of its retirement funds in 
ah equity-based VA, the household could expect to 
protect itself against inflation. 1 

The experience with VA's has been disappoint- 
ing but not really that surprising. After all, even if it 
were true, as many hypothesized, that the inflation- 
adjusted or real rate of return on common stocks is 
unaffected by the rate of inflation, this would not 
imply that they are a riskless investment. An investor 
who switched funds out of money-fixed securities and 
into stocks would at best be eliminating his exposure 
to inflation risk but only at the cost of exposing himself * 
to substantial business and financial risk. 1 

The pensioner needs a different kind of annu- 
ity, one that is defined in purchasing-power terms. 
The purpose of this paper is to present a proposal for 
such a financial instrument, which we shall call a pur- 
chasing power annuity (PPA), and to explore its feasi- 
bility in the context of the U.S. financial system. 

At first glance, the only asset that appears ca- 
pable of providing a baise for such an annuity would be 
default-free bonds linked to some index of the cost of " 
living. 3 Although proposalsior the U.S. government ; 
or some other institution to issue such price-indexed 
bonds have abounded, there is no indication that any- 
one with the power and authority to implement any of 
these proposals is indined to do so. 4 . : ; , 

Given the apparent reluctance, if not outright 
opposition, on the part of the government and private 
corporations to the issuance of price-indexed bonds, - • 
the relevant question is whether we can find any other 
asset, or combination of assets, currently existing in 

1. Footnotes appear at the end of the article. ... - IsU^ ^ 
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the U.S. financial system that could fulfill the same 
function. The empirical evidence developed below suggests 
that the most promising asset base for PPA's is short- term 
bonds hedged against unanticipated inflation with a small 
position in a well- diversified portfolio of commodity futures 
contracts. 

The remainder of this paper is organized as fol- 
lows: In the next part, we explore the inadequacies of 
conventional and equity-based variable annuities in 
an inflationary environment by contrasting them with 
a hypothetical PPA. We then try to assess the suitabil- 
ity of money market instruments hedged with com- 
modity futures as the asset base for PPA's, and con- 
sider the possibility of having financial institutions 
offer them to the public. The major conclusion of the 
paper is that private pension plans could offer retiring 
employees a choice between a conventional money- 
fixed annuity or a PPA, both of which would cost the 
employer the same amount of money to fund, 
although this option would require the PPA benefit 
level in the first few years of retirement to be lower 
than that of the conventional annuity. 

THE NATURE OF THE PROBLEM AND THE DEMAND 
FOR PPA's 

The best way to consider the problems created 
by conventional annuities in a period of rapid and 
unpredictable inflation is to divide a household's 
lifetime into a pre-retirement (or accumulation) period 
and a retirement period. We will first focus on the ac- 
cumulation phase by assuming that the household has 
decided (a) that it will need a fund of $100,000 in terms 
of today's purchasing power in order to finance its 
consumption flow during retirement and (b) that it has 
30 years left before then. At an 8% per year rate of 
inflation, the fund would have to have a nominal value 
of $1,006,266 in it 30 years from now in order for its real 
value in terms of today's purchasing power to be 
$100,000 — a ratio of roughly 10 to 1. 

Two major problems arise when the household 
tries to meet this savings goal with a conventional re- 
tirement savings plan, which calls for equal periodic 
dollar contributions over the working years. The first 
problem is that the time pattern of contributions in real 
terms will not in general match the time pattern of the 
household's real labor income; the second is that there 
.'will be considerable uncertainty about the eventual 
purchasing power of the dollar amount accumulated 
in the fund. An example will clarify both of these prob- 
lems. * • ' 

Suppose the household is- considering a con- 
ventional retirement savings plan offering a nominal 
interest rate of 8% per year and consisting of 30 equal 
annual contributions. In order to accumulate 



$1,006,266 by the end of the 30 year period, the annual 
premium would have to be $8883. For most housed 
holds this would represent an unrealistically higK 
proportion of its current labor income. \ 

On the other hand, if the household's nominal 
labor income keeps pace with inflation during the 
working years, even with no real income growth, the* 
ratio of premium to income by the end of the period 
will have shrunk to one-tenth its initial value. Furl 
thermore, with the conventional plan the household 
has no assurance that its savings goal will be met iff 
real terms. Since the rate of inflation is not known witw 
certainty, the real value of the fund at retirement ma* 
turn out to be far from 100,000 constant dollar! 
(c$100,000). For example, if the rate of inflation avea 
ages 10% per year, the real value of the fund will bl 
only c$57,668, while at 6% per year inflation its real 
value will be C$175,201. ' m 

Now let us contrast this conventional moneys 
fixed savings plan with a hypothetical PPA, whicffl 
calls for a level flow of annual contributions in terms M 
constant dollars. The expected real rate of interest a<fl 
sumed on the conventional plan was zero, so let us usS 
.that same real rate for the PPA. In order to accumulate 
C$100,000 at the end of 30 years, the annual premiun 
would have to be C$3333 Vz . The current dollar amouJ 
of the premium at 8% per year inflation would start M 
$3,600 at the end of the first year and climb to $33,54» 
by the last payment. Assuming the household's lab(9 
income remains constant in real terms, the ratio fl 
premium to income remains constant. m 

PARTIAL ALTERNATIVES; VA'« ■ 

Many insurance companies have in recent yeaS 
taken steps to move partially in the direction of thS 
PPA accumulation idea by including a cost-of-livirS 
clause in their insured savings plans. Although thM 
dause allows policyholders to increase coverage in a"9 
cordance with the annual rise in the price level, trB 
interest rate earned under these plans typically r9 
mains fixed in nominal terms; hence, the saver m9 
achieve a better time-profile of contributions, but S 
still faces considerable risk of not achieving his ulV 
mate savings goal in real terms. ~S 

In order to deal with this latter problem olK 
fixed nominal earnings rate, insurance comparuK 
started offering equity-based variable annuities (VAW 
in the 1950's. The impetus for creating these savin^B 
plans came from the idea that common stocks areV 
long-run hedge against inflation, in the sense that ov^B 
a long holding period one could count on earning^* 
positive real rate of return, uel, a nominal rate of jX 
least whatever the rate of inflation turned but to t>jK 
Unfortunately, this idea has only limited meijK 
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even if it were true that the mean real rate of return on 
equity is positive regardless of the rate of inflation. If 
the annual fluctuations around the mean are indepen- 
dently distributed and fairly large, then, even with an 
investment horizon far in the future, one can fall well 
short of one's savings target. 

For example, suppose we wanted to invest a 
sum now that would provide us with C$100,000 for re-* 
tirement 30 years from now. If we could count on a 4% 
per year real rate of return, then we would have to 
invest $30,832. But if the average compound real rate 
of return turned out to be off by only 1%, so that we 
wound up earning only 3% rather than 4% per year, 
we would have only c$74,837 at the end of the 30 year 
period. 

Of course, an equity-based VA offering a mean 
real rate of return of 4% per year may be an attractive 
alternative to a conventional annuity offering an ex- 
pected real rate of return of zero. By dividing its re- 
tirement savings between a conventional money-fixed 
plan and a VA, in fact, the household can achieve a 
better risk-return combination than by investing all of 
its funds in either one alone. Nevertheless, no mixture 
of these two types of savings plan can provide the 
household with a truly low risk option in real terms. 

On the other hand, one should avoid exaggerat- 
ing the severity of the problem created by inflation 
during the accumulation phase, because wages do 
tend to keep pace with inflation. Most corporate 
defined-benefit pension plans link the starting level of 
benefits to the employee's final wages, thus effectively 
offering protection against inflation in the accumula- 
tion phase. Furthermore, a household can save for re- 
tirement by setting aside a fixed percentage of its an- 
nual income rather than a fixed dollar amount. 

MORE ACUTE PROBLEMS COME LATER 

The need for a PPA alternative to conventional 
money-fixed annuities and equity-based VA's is even 
greater in the retirement phase of the household's 
lifetime. Let us first consider the conventional 
money-fixed annuity. Even with a deterirurus tic rate of 
inflation, equal periodic dollar amounts imply a nega- 
tive "tilt" to the stream of real retirement income, 
which many households might not want. Moreover, 
in an environment with an uncertain rate of inflation, 
both the level and the slope of the real stream of ben- 
efits are unpredictable and out of the beneficiary's 
control. 

To illustrate this point, let us consider a con- 
ventional retirement annuity that will last 15 years 
. (from retirement until death) at a nominal interest rate 
? of. 8%. per year as compared to a hypothetical 
J purchasing-power annuity (PPA) earning a Teal in- 



terest rate of zero. In comparing conventional an- 
nuities to PPA's, we must recognize that the relevant 
comparison is not between a conventional money- 
fixed annuity and the same annuity with an escalator 
clause. In pension planning as in all other areas of per- 
sonal finance, there is no free lunch! Assuming that 
the beneficiary has accumulated $100,000 for retire- 
ment, the PPA would pay the annuitant c$6,667 per 
year, while the conventional annuity would pay 
$11,683 per year. 

Table 1 and Figure 1 show the pattern of real 
income flows associated with the conventional annuity 
for various rates of inflation. If, as anticipated, the ac- 

TABLE l 

Real Value of Cash Flow of $11,683 per year from a 
Conventional Annuity at Selected Rates of Inflation 

Rate of Inflation 



Year 4% 


6% 


8% 


10% 


12% 


1 C$11,234 


C$11,022 


C$10,818 


C$10,621 


C$10,431 


3 10366 


9,809 


9,274 


8,778 


8,316 


5 9,603 


8,730 


7,951 


7,254 


6,629 


7 8,878 


7,770 


6,817 


5,995 


5,285 


10 7,893 


6,524 


5,411 


4,504 


3,762 


12 ' 7,297 


5,806 


4,639 ' 


3,723 


2,999 


15 *6\467 


4,875 


3,683 


2,797 


2,134 


The symbol c$ stands for constant dollars 







Jtual rate of inflation over the life of the annuity turns 
out to be 8% per year, then the real value of the con- 
ventional annuity flow will start at C$10,818 in the first 
year and fall to C$3683 in the fifteenth. Some retirees 
might view this pattern as preferable to a constant real 
flow of C$6667 per year, but the conventional annuity 
offers no guarantee that it will be realized. Should the 
rate of inflation turn out to be 12% per year, the stream 
of real payments will be both lower and more steeply 
tilted than anticipated, starting at c$10,431 in year 1 
and falling to C$2134 by year 15. Of course, if the retiree 
is lucky, the rate of inflation might turn out to be less 
than 8 % per year, but most people would prefer not to 
speculate with their retirement income. 

For retirees who like the idea of a real stream' of 
retirement benefits which has a downward tilt, the 
design of a PPA with this property would be relatively 
simple. The essential distinguishing 'feature of the * 
PPA, however, would remain the same: The slope and 
level of the benefit stream should be fixed in real terms 
and unaffected by the actual rate of inflation. ~* iJ ~ * 

THE VA FULLY EXAMINED - . r . 

This brings us again to a consideration of 
equity-based variable annuities. Under a VA, the ah-;* . 
mutant's retirement fund is invested in a diversifies 
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FIGURE 1 




portfolio of common stocks managed by the institution 
offering the annuity. The annuitant ends up by assum- 
ing most of the risk associated with the value of this 
portfolio, and the rate of return on it as the periodic 
benefit is defined in terms of a fixed number of annuity 
units, which are essentially shares of the underlying 
stock portfolio. The dollar amount of the benefit is 
then just the fixed number of annuity units times the 
current market value of a unit. 

We can illustrate the VA and its drawbacks with 
a concrete example. Since there are some differences 
in the kinds of VA's offered, we will focus on a 
hypothetical one, which typifies the species. As in the 
case of the conventional* money-fixed annuity, let us 
assume that our household has accumulated $100,000 
in its retirement fund and is purchasing a 15-year an- 
nuity. The insurance company uses this money to buy 
a portfolio of stocks and sets the initial number of an- 
nuity units or "shares" at 10,000, each thus having an 
initial value of $10. It then determines an assumed 
earnings rate in order to compute the amount of the 
periodic payment in terms of annuity units. Let us as- 
sume a 4% per year rate, which represents a "conser- 
vative" judgement on the part of the company as to the 
average real rate of return to be earned on the stock 



portfolio. The annuity benefit will then be 899,4 ar 
nuity units per year. 

Now, if the total real rate of return (dividend 
plus capital gains) on the stock portfolio year after ye< 
turned out to be 4% (which implies a nominal rate c 
return equal to 4% plus the rate of inflation), then th 
nominal value of the portfolio would exactly keep pa< 
with inflation and the real income stream from the V, 
would be a level C$8994 per year. Even if the nomirt 
market value of the stock portfolio did not exactly kee 
pace with inflation on an annual basis, but did so "o 
average" with relatively small annual deviations firoi 
the trend, the VA would still be relatively attracts 

The actual experience with VA's, however, hi 
been disappointing. Figure 2 and Table 2 present tt 
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TABLE 3 

Annual Real Rates t>f Return: 1953-1978 
(per cent per year) 





Year 


(1) 
1 Month 
Bills 


(2) 
1 Year 
Bills 


(3) 
Bonds 


(4) 

Stocks 


Commodity 
Futures 




1953 


1.19 


1.48 


2.99 


—1.60 


— 3.4o 




1954 


1.37 


1.84 


7.73 


53.39 


i*i 

13.24 




1955 


1.20 


1.03 


—1.66 


31.07 


— 7.0/ 




1956 


-036 


-0.29 


—8.22 


3.60 


\^ tA 

12. Z4 




1957 


0.12 


0.18 


4.30 


—13.40 


— 3.IH 




1958 


-0.22 


0^79 


-7.72 


40.88 


t A*l 

—3.47 




1959 


1.43 


1.63 


—3.70 


10.30 


OA 




1960 


1.16 


3.38 


12.12 


—1.00 


—3.93 




1961 


1.45 


2.00 


0.30 


26.05 


n m 
U.Ux 




1962 


1.49 


1.91 


5.60 


—9.83 


—2.3? 




1963 


1.45 


1.38 


—0.43 


20.61 


1.3/ 




1964 


.2.32 


2.58 


2.29 


15.11 


4.!X> 




1965 


1.97 


2.04 


—1.19 


in 

10.33 


5.13 




1966 


1.36 


1.45 


0.29 


—12.98 


9.70 




1967 


1.14 


1.84 


—11.87 


2032 


A A£' 

—0.06 




1968 


0.47 


0.92 


—4.76 


6.05 


1 1 Q 

— 3.1o 






fl AA 




—10.55 


— 13.77 


12.19 


10 


1970 


0.99 


2.61 


6.27 


-1.40 


-1.62 




1971 


100 


1.73 


9.55 


10.59 


-1.66 




1972 


0.42 


0.91 


2.20 


15.06 


29.55 


r- 


1973 


-1.72 


-2.92 


-9.11 


-21.56 


72.68 


£ 


1974 


-3.74 


-4.45 


-7.00 . 


-34.47 


15.04 




1975 


-1.13 


0.06 


2.04 


28,21 


-10.03 




1976 


0.26 


1.43 


11.39 


18.16 


4.56 




1977 


-1.55 


-1.83 


-6.97 


-13.07 


5.55 




1978 


—1.83 


—1.72 


T 1A 

—7.34 


— *i A1 

— LAA. 






Mean 


0.41 


0.78 


— U.JZ 


• 7 no 


O. iO 




Standard 














Deviation 


1.41 


1.79 


6.89 


20.13 


16.34 • 
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Mean 


1.02 * 


1.48 


0.18 


10.48 


2.65 




Standard 














Deviation 


0.69 


0.89 


. 6.59. 


18.19 


8.89 




1973-78 Subperiod 














Mean 


-1.62 


-1.57 


-2.83 


-4.19 


■ 17.72 




Standard 














Deviation 


1.29 


2.09 


8.00 


23.87 


28.71 



<6) 
Inflation 1 



0.62 
-0.50 
037 
2.86 
3.02 
1.76 
1.50 
1.48 
0.67 
1.22 
1.65 
1.19 
1.92 
3.35 
3.04 
4.72 
6.11 
5.49 
3.36 
3.41 
8.80 
12.20 
7.01 
4.81 
6.77 
9.03 

3.69 



3.12 




8.10 



2.53 



Sources: The data on 1 month bills, 20 year bonds, and stocks are from Ibbotson and Sinquefield, Stocks^onds, Bills and Inflation, Financial 
Analysts Research Foundation, 1977, updated using The Wall Street Journal. . f „..^ - - . . 

The 1-year bill rate series is from Salomon Brothers, Analytical Record of Yields and Yield Spreads, The commodity futures series was 
derived from pike data in The Wall Street Journal using a method explained in the text - ... ; 



tion will remain high as long as interest rates remain 
volatile. - - * -" " * 

Column 4 presents the real rate of return on the 
Standard and Poor's Composite Index of common 
stocks, which is a value- weighted stock portfolio of the 
500 largest corporations in the U.S. The return in- 
cludes' dividends and capital gains. As in the cases of 
bills and bonds, a dramatic decline in mean and in- 
crease in standard deviation occuiTed going from the. 
1953-72 iq the 1973-78 subperiod. The mean falls from 



10.48% per year to -4.19%, while the standard de- 
viation rises from 18119% to 23.87% Looking at the 
year-by-year returns, we'ean see that stocks did espe- 
cially badly in years in which the rate of inflation was 

high. * - "::""V" : \ """" 

- * r' * Thus, contrary to the usual assumption made in 
the economics, literature — that the real return on 
stocks is. uncorrected with inflation ' — the data indi- 
cate a negative correlation. 1 To verify this negative cor- 
relabon/ wfe Ypres^^ 
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Inflation 

0.62 
-0.50 
0.37 
2.86 
3.02 
1.76 
1.50 
1.48 
0.67 
1.22 
1.65 
1.19 
1-92 ■ 
3.35 
3.04 
4.72 
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5.49 
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coefficients of the annual returns series reported in 
Table 3. The correlation coefficient between the real 
rate of return on common stocks and the rate of 
inflation was -.562 during the 1953-72 subperiod and 
-.768 during the 1973-78 subperiod. During the entire 
26-year period, stocks seem to have behaved more like 
a money-fixed security than like a claim to a real asset. 

TABLE 4 

Correlation Matrix of Real Rates of Return 



1953-1978 



1 Year 
BUk 



20 Year 
Bonds 



Stocks 



Commodity 
Futures 



1 Month Bills 
1 Year Bills 
20 Year Bonds 
Stocks 

Commodity Futures 



0.930 



0.438 
0.S35 



b. 1953-1972 



1 Month Bills 
1 Year Bills 
20 Year Bonds 
Stocks 

Commodity Futures 



-0.740 



0352 
0.583 



c. 1973-1978 



1 Month Bills 
1 Year Bills 
20 Year Bonds 
Stocks 

Commodity Futures 



0.941 



0.760 
0.870 



0.459 
0.524 
0.223 



0.097 
0.103 
-0^075 



0.797 
0.932 
0.774 



-0.417 
-0.547 
-0.333 
-0343 



-0.141 
-0.159 
-0.106 
0.052 



-0.?12 
-0.494 
-0.531 
-0.571 



Let us summarize the data we have examined 
so far. Bills have dearly offered a far more stable an- 
nual real rate of return than long-term bonds or stocks. 
Furthermore, the 1-month bills are more stable than 
1-year bills. But there is still variation in the real return 
on 1-month bills, which is caused primarily by varia- 
tion in the rate of inflation as revealed by the high 
negative correlation coefficients in the upper right 
hand corners of the matrices in Table 4, That correla- 
tion during the 1973-78 subperiod was -.967, indicat- 
ing that 93.5% of the variance of the real rate of return 
on 1-month bills could be explained by inflation. 

INTRODUCING COMMODITY FUTURES 

We will now consider how much of the variance 
of the real return on bijls could have been diversified 
away by using commodity futures contracts. 

Column 5 in Table 3 presents the year-by-year 
annual rate of return one would have earned on a 
well-diversified portfolio ot commodity futures con- 
tracts over the 1953-78 period. 8 The rate of return on a 
futures contract reflects the proportional change in the 
futures price over the holding period. The series was 
generated by assuming a buy-and-hold strategy 
--whereby contracts were entered into at quarterly, in- 
tervals, held for three months, and then liquidated. 



The number of commodities increases from 13 in 1953 
to 22 by the end of the period. Table 5 presents the list 
% of commodities and the year in which each was added 
to the portfolio. The portfolio was assumed to consist 
of equal dollar amounts invested in each commodity. 

TABLE 5 

List of Commodity Futures Contracts Included in the Portfolio 







Year in which 






it first entered 




Commodity 


the portfolio 




Wheat 




Inflation 


Corn 


1953 


Oats 


1953 


-0.877 


Soybeans 


1953 


-0.821 


Soybean Oil 


1953 


-0.404 






—0.612 






0.455 


Wool 


1953 




Cotton 


1953 




Eggs 


1953 


-0.442 


Cocoa 


1953 


-0302 


Copper 


1953 


-0.295 


Sugar 


1953 


-0.562 


Silver 


1963 


0.205 


Cattle 


1964 




Platinum 


1964 




Pork Bellies 


1964 


-0.967 


Hogs 


1966 


-0.915 


Orange Juice 


1966 


-0.715 


Broilers 


1968 


-0.768 


Lumber 


1969 


0.325 


Plywood 


1970 



The rates of return for commodity futures listed 
in Column 5 of Table 3 requires an interpretation that is 
different from the real rates in Columns 1 through 4. 
When an investor takes a long position in a futures 
contract he does not buy it in the sense that he would 
buy a stock, a bond, or the physical commodity itself. 
Rather, he agrees to purchase the commodity for a 
specified price at a certain point in the future. The 
commodities exchange, which acts as an intermediary, 
requires all parties to a futures contract to post bond, , 
called "margin/' to guarantee performance. Investors 
are, however, permitted to post Treasury Bills,, on 
which they continue to earn the interest, so the funds 
used as margin are therefore.not strictly speaking an 
investment in commodity futures. * . . "\* 7 

Consequently, the rate of return reported in 
Column 5 should be interpreted as the addition to the 
total investment portfolio rate of return the investor 
would have earned in each year that had he taken a ~ 
position in commodity futures equal to the value of his 
total investments in other assets. Alternatively, it can * 
be interpreted as the additional rate of return he w6uld 
have earned on the Treasury Bills posted as margin, , 
assuming the amount posted was equal to 100% of the , 
face value of the contracts. **-'*y ''f^^^-^p^^^^.- 
• :■ Our principal interest in cornmo^ty ^tufes . 
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experience of the College Retirement Equities Fund 
(CREF), which pioneered the VA. The value of an an- 
nuity unit at CREF's inception on July 1, 1952 was set at 
$10, which was worth c$12.52 in terms of 1967 pur- 
chasing power. Its real value has since fluctuated con- 
siderably in value from year to year, trending its way 
to a peak of c$31.92 in 1967 and then falling back to 
c$12.65 by 1978. It is ironic and disappointing that it 
has done so poorly in the last ten years, the period of 
the most rapid inflation. 

Imagine the plight of a CREF beneficiary who 
started receiving his benefits in 1967, when the current 
dollar value of an annuity unit was $31.92. Assuming 
he had accumulated $100,000 in his fund prior to re- 
tirement, he would have been entitled to a monthly 
benefit of 19.103 annuity units, with a current dollar 
value of $609.76 per month. 6 In 1979 his monthly 
benefit would have been $521.13 in current dollars and 
only c$241.65 in terms of 1967 purchasing power. 

Although equity-based VA's have failed to 
provide a source of stable real retirement income, the 
basic principle behind them could be applied in creat- 
ing an annuity with characteristics similar to the 
hypothetical PPA described before. All that is needed 
is an asset offering a more stable real rate of return than 
common stocks. , 

MONEY MARKET INSTRUMENTS AS AN 
ASSET BASE FOR FPA's 

The only assets that could offer a completely 
satisfactory investment base for PPA's would be secu- 
rities explicitly linked to the consumer price level, such 
-as index bonds or price-level-adjusted mortgages. In 
lieu of such index-linked securities, recent historical 
-evidence suggests that the most promising asset base 



for PPA's in the ^ ^ is short-term bonds hedged 
against unanticipated inflation with a small position in 
a well-diversified portfolio of commodity futures con- 
tracts. 

Unlike index bonds, these securities cannot 
provide a completely risk-free real rate of return. They 
can, however, produce a much more stable real rate of 
return than can be earned on the traditional pension 
fund assets, long-term bonds and common stocks. 
And unlike index bonds, they already exist. 

Table 3 presents the year-by-year real rates of 
return one would have earned on various categories of 
investments during the 26-year period from January 
1953 through December 1978. The first column is the 
real rate of return on a policy of "rolling-over" 30-day 
Treasury Bills. Fama[6] maintains that the nominal 
rate of return on 30-day T-Bills is determined as the 
sum of a time-invariant real rate plus the market's ex- 
pectation of the rate of inflation over the coming 
month. If the market's short-run inflation expectations 
are fairly accurate, then the annual real rate of return 
reported in column 1 should not vary much over time. 
Indeed, over the period investigated by Fama, 1953 to 
1972, the real rate on 30-day Bills averaged 1 % per year 
and had a standard deviation of only 0.69%. . 

On the other hand, the last column in Table 3 
shows that a serious escalation in the rate of inflation " 
occurred in 1973 and 1974 and the real rate of return on 
Bills has not been able to recover since then. The mean 
real rate of return during the 1973-1978 period was 
-1.62% with a standard deviation of 1.29%. * 

Column 2 shows that by increasing the maturity 
of the Treasury Bills from a month to a year, an inves- 
tor would have raised both his mean annual real rate of 
return and its standard deviation. During the 1953- 
1972 period, the mean would have increased by 46 
basis points and the standard deviation by 20. Over 
the 1973-78 period, the difference in the means is only 
5 basis points, while the difference in standard devia- . 
tions is 80. 

Column 3 presents the real rate of return an in- 
vestor would have earned by investing in U.S. Treas- 
ury bonds with a 20-year maturity. The assumption 
underlying this series is that the investor bought a 20- 
year bond at the beginning of each year and sold it at 
the end. His return therefore includes both coupon in- . • 
terest and capital gains or losses. As the relatively low 
mean and high standard deviation in both subperiods 
indicate, the past 26 years was a bad time for the inves- 
tor in long-term bonds. Capital losses caused by un- 
anticipated increases in long-term interest rates 
tended to cancel the coupon yield over this period. ' 
While we may reasonably expect the mean real rate of , : 
return to be higher in the future, the standard devia-.* - 
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contracts is to find out whether we can use them to 
reduce the variance of the real return on 1-month 
T-Bills. Their effectiveness for this purpose is deter- 
mined by the degree of correlation between their rate 
of return and the real return on T-Bills. 9 Indeed, the 
square of the correlation coefficient measures the pro- 
portional reduction in the variance of the real rate of 
return on T-Bills attainable by combining them with 
the variance- minimizing proportion of commodity fu- 
tures contracts. This optimal proportion is equal to the 
negative of the correlation coefficient multiplied by the 
ratio of the standard deviation of the real return on 
T-Bills to the standard deviation of the rate of return on 
commodity futures. 

Using the parameters estimated over the entire 
26 year period 1953-78 and reported in Tables 3 and 4, 
we find a correlation coefficient of -.417 and standard 
deviations of 1.41 and 16.34% respectively. The 
variance-minimizing proportion of commodity fu- 
tures was therefore 3.6%, and the proportional reduc- 
tion in variance 17.4%. This implies that the standard 
deviation of the real return on the resulting mini- 
mum-variance portfolio is 1.28% vs. 1.41% on 
1-month T-Bills. The mean real rate of return on the 
minimum- variance portfolio is 0.63% per year vs. 
0.41% on 1-month T-Bills. 

Thus, by adding a small position (3.6%) in 
commodity futures to 1-month T-BUls, one could have 
attained both a smaller standard deviation and a 
higher mean during the 1953-1978 period. 

To make the point in less technical terms: com- 
modity futures are useful as an inflation hedge because 
they perform particular!}/ well in a period of high unantici- 
pated inflation. In such periods, commodity prices tend 
to rise sharply and to produce positive returns to a 
buy-and-hold strategy in commodity futures, while 
other assets, including T-Bills, do badly. 

T-Bills hedged with commodity futures against 
unanticipated inflation appear to offer a relatively 
stable real rate of return, but even the hedged T-Bills 
had a disappointihgly low mean real rate of return of 
-0.98% per year in the 1973-78 subperiod; While this 
is considerably better than the -1.62% on unhedged 
T-Bills, it is still low. 

Finally, for investors who are not only in- 
terested in rrurumizing the variance of their real rate of 
return but are willing to take some additional risk, 
commodity futures offer a means of significantly ex- 
panding their "efficient portfolio frontier/'- Le., of 
achieving a higher mean real rate of return. for any 
given level of risk or a lower degree of risk for any 
given mean real rate of return. Table 4 shows that the 
rate of return on commodity futures is negatively cor- 
. related with the rates of return on stocks and bonds. 



thus allowing investors to diversify more efficiently. ]P 
For example, a portfolio composed of stocks and*| 
commodity futures in equal proportions would havejj 
less than half the variance of either one alone — with V 
no reduction in the mean. 10 



PPA's AND CORPORATE DEFINED-BENEFTT 
PENSION PLANS j 

? 

Most private retirement income in the U.S. is^ 
provided by defined-benefit pension plans. Many of J 
these plans already offer a kind of de facto pur-f 
chasing-power guarantee to their employees through J 
a benefit formula that bases the monthly retirement 
payment on the employee's wage just prior to retire-, 
ment. Since wages and consumer prices are highly 
correlated in the long run, workers covered by such^ 
plans can at least count on purchasing-power protec- 
tion of pension benefits during the pre-retirement 
years. 

Very few pension plans offer a cost-of-living es 
calator during the retirement phase, however. In recent' 
years, some corporations, under pressure from labor 
unions, have made one-time increases in pensions 
being paid to retired employees; if inflation persists at 
anything like its current rate, union pressure in this 
direction will probably increase. The analysis pre-j 
sented in this paper suggests that corporate pension - 
plans could meet these union demands by offering a ^ 
PPA option to their employees at retirement. Em- 
ployees could be offered a choice between a conven-J 
tional money-fixed annuity or a PPA, both of whichj 
would cost the employer the same amount of money toj 
fund. 



1 See Greenough [9] for a more complete explanation of the! 
VAidea. 

• See Bodie [2] and [4] for a more complete discussion of thisj 
point 

a See Munnell [11] and Pesando [12]. 

4 See Blinder flj, Fischer [71 Friedman [8], and ModiglianiandJ 
Lessard [10] for a discussion of some of these proposals. 

4 See Friedman [8] 

1 The calculation was made according* to the explanation giw*y 
in TIAA-CREF [15] and presented in detail in the Appendix. 

T See Bodie [3] for a more complete discussion of this point - 

• For a more complete description of the commodity futures] 
series see Bodie and Rosansky [5]. 

• Proof: Let sj. be the variance of the real rate of returnon anj 
investment in T-Bills nedged with commodity futures corvl 
tracts, and let x be the ratio of the face value of the position! 



iving es- 
!n recent 
>m labor ; 
tensions 
irsists at 
e in this 
sis pre- 
pension 
ifering a , 
nt. Em- 
eonven- 
>f which 
loney to 



>n of the * 



in futures to the investment in T-Bills. Then: 

si « x*s?- +2xs,t + s^ 

where sf is the variance of the rate of return on commodity 
futures, St the variance of the real rate of return on T-Bills, 
and s,-r the covariance between them. The variance mini- 
mizing ratio, x*, is found by setting the derivative of s % with 
respect to x equal to zero: 

ds* 

-f*- = 2xs?- + 2s,. T = 0 
. dx 

sf. 

Substituting this value for x back into the expression for 
Sp we find that the resulting minimized variance is: 

-Sf-r 



S mtn 



The proportional reduction in the variance of the real rate of 
return on the T-Bill is therefore: 

si ~ Sctih _ Srr 

s* T sf s^ 

which is the square of the correlation coefficient between the 
real rate of return on T-Bills and the rate of return on com- 
modity futures. 

If For a more complete discussion of this point see Bodie and 
Rosansky [5J. 



APPENDIX 

Using current mortality rates for male and female annuitants, the 
actuaries estimate that for a husband and wife both aged 65 there 
must be $164 on hand earning 4% a year (after expense charges) to 
pay them $1 monthly under the Joint and % to Survivor option.* The 
Annuity Factor then is 164 for mis method of payment to a couple 
aged 65. Dividing the annuity owners' accumulated retirement fund 
by 164 gives the amount of monthly income payable to the couple as 
a Joint and % to Survivor annuity. Or, stated another way, each 
$16,400 of accumulated value would provide this couple an initial 
income of $100 a month. 

To illustrate the conversion of accumulation units to annuity units, 
suppose that on April 1, 1978 you and your spouse were age 65 and 
began receiving a CREF monthly income under the Joint and % to 
Survivor option mentioned previously. 

a. Assume that on April 1 the total value of your accumulation units 
was $50,000. 

b. The value of your accumulation units would have been divided 
by the Annuity Factor of 164 to determine the initial amount of 
monthly income payable under the option selected 

$50,000 + 164 * $304.88 monthly. 

c To determine the number of annuity units that would be used 
each month to measure the changing value of your share In 
CREF's experience, the $304.88 would men have been divided by 
the current value of the amuyty unit ($23.28 as of April 1, 1978). 



Thus, your accumulation units would have been converted into a 
series of 13.096 annuity units payable each month as long as both 

you and your spouse live, and a series of 8.731 annuity units % of 

13.096 — payable to the survivor each month for life following the 
death of either you or your spouse, with payments in any event 
guaranteed to continue for a minimum of ten years. The monthly 
income of $304.88 (13.096 x $23.28) would continue until the next 
yearly revaluation of the annuity unit at which time your monthly 
income for the succeeding year would be determined by multiplying 
your 13.096 annuity units by the new annuity unit value. The 
amount of your check would thus change on May 1 each year. 



• This option pays a life-time income to husband and wife, with the 
amount reducing by a third at the death of either. If both die within 
the first ten years of payments, the two-thirds benefit continues to 
their named beneficiary for the balance of the ten-year period. 
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C32 



IN THE UNITED STATES DISTRICT COURT 
FOR THE WESTERN DISTRICT OF TEXAS 
AUSTIN DIVISION 



VS. 



TRANS TEXAS HOLDINGS 
CORPORATION 



PIMCO ADVISORS, L.P., and 
PIMCO FUNDS 



§ 
§ 
§ 
§ 
§ 
§ 
§ 



NO. A 99 CA 658 SS 



ORDER 



BE IT REMEMBERED that on the 26th day of May 2000 the Court, in accordance with 
Markmanv. Westview Instruments, //»c.,52F.3d967(Fed.Cir. 1995), ajfd y 116 S.Ct. 1384(1996), 
held a hearing at which the parties appeared by representation of counsel and made oral arguments 
on their proposed claims construction. The patents at issue - the '461 and the '673 - disclose a 
system for managing deposit and loan accounts in a manner that is responsive to the rate of inflation. 
Specifically, the patents disclose a method for matching inflation indexed deposit accounts with 
similarly indexed loan accounts and anticipating the effects of these accounts on the existing capital 
structures of the institution or investor. After considering the briefs, the case file as a whole, and the 
applicable law, the Court enters the following opinion and order. 



The construction of claims, or the definition of the terms used in the claims, is a matter of 
law for the Court When adopting a claims construction, the Court should first consider the intrinsic 
evidence, which includes the claims, the specification, and the prosecution history. See Vitronics 
Corp. v. Conceptronic, Inc., 90 F.3d 1576, 1582 (Fed. Cir. 1996) (stating that intrinsic evidence is 



h 
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"the most significant source of the legally operative meaning of disputed claim language"). Words 
in a claim are generally given their ordinary and customary meaning unless a patentee has chosen 
another definition which is clearly stated in the patent specification or file history. See id. Claims 
should also be construed, when possible, in a manner that will sustain their validity. See Harris 
Corp. v. IXYS Corp., 1 14 F.3d 1 149, 1 153 (Fed. Cir. 1997) C'[C]laims should be read in a way that 

avoids ensnaring prior art if it is possible to do so n );ACSHosp. Sys.,Tnc. v. Montefiore Hosp., 

732 F.2d 1 572, 1 577 (Fed. Cir. 1 984) (rejecting a district court's overly broad construction of claims 
that rendered the patent invalid). Based on the record, it appears the reliance on extrinsic evidence 
is not necessary. See Vitronics Corp, y 90 F.3d at 1583 ("In those cases where the public record 
unambiguously describes the scope of the patented invention, reliance on any extrinsic evidence is 
improper."). 

When a term is defined in the specification, that definition is usually dispositive. See 
Vitronics Corp., 90 F3d at 1582 (describing the specification as the "single best guide to the 
meaning of a disputed term"); Marhnan, 52 F.3d at 979 (explaining that the specification may act 
as a dictionary when it defines terms used in the claims either expressly or by implication). 
However, the Court should also consider the language used in the preamble because this language 
can provide limitations on the invention described by the patent. See Bell Communications v. 
Vitalink Communications, 55 F.3d 615, 620-21 (Fed. Cir. 1995) (citing cases); In re Paulsen, 30 
F.3d 1475, 1479 (Fed. Cir. 1994) ( w [T]erms appearing in the preamble may be deemed limitations 
of a claim when they give meaning to the claim and properly define the invention."). 
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u. 

Claim 24 of the '461 patent recites: 

In combination, in an investment system for managing inflation risk: 
means for establishing data representative of a deposit account with an institution, the 
deposit account having a principal component representing the cash investment of 
a depositor for an account term, and an accrual component comprising a fixed 
interest component which is enhanced at a fixed interest rate times the principal 
component and a variable interest component which is enhanced at an index 
responsive to the rate of inflation times the principal component; and 
an account management dataprocessor including means for paying the deposit account over 
the term. 

A. An investment system 

The plaintiff asserts the term "investment system" should be construed as "a deposit/loan 
inflation-adjusting system, which includes inflation adjusted deposit and loan accounts, an 
intermediary institution, and an account management data processor for servicing the accounts over 
their terms." The defendant asserts the term should be construed to mean "a programmed computer 
in the form of an account management dataprocessor for managing inflation risk." 

Based on the prosecution history and the specification, the defendant argues the investment 
system is limited to a programmed computer. The patent examiner initially rejected all the claims 
of the '461 patent as unpatentable as disclosing a method of doing business and as directed to a 
mathematical algorithm. See Brief of Plaintiff [#16], Exk 5-B. In an appeal brief from the 
examiner's rejection, the plaintiff explained "the disclosed embodiment of the invention is a 
programmed computer (account management dataprocessor), which performs specified functions." 
Plaintiffs Exh. P-2B, Tab 38, at 1 1. In its second supplemental reply brief, the plaintiff stated 
"Applicants respectfully assert that the claims on appeal are directed to a machine system that 
includes an account management dataprocessor (i.e., a programmed computer), which is clearly a 
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physical element, and are not directed to a method of doing business or a mathematical algorithm 
in the abstract" /</., Exh. P-2B, Tab 43, at 2-3. 

Based on the prosecution history, the Court finds the investment system disclosed by the '46 1 
patent is limited to a dataprocessor that is programmed to perform certain functions. It appears that 
the examiner found the invention to be patentable only after the plaintiff clearly limited the "system* 5 
to being a programmed computer. Any broader interpretation of "investment system" would be 
inconsistent with the plaintiffs representations to the examiner dining prosecution. The plaintiffs 
proposed construction is not permissible in light of the prosecution history of the '461 patent See 
Southwall Tech., Inc. v. Cardinal IG Co., 54 F.3d 1570, 1576 (Fed. Or. 1995) ("The prosecution 
history limits the interpretation of claim terms so as to exclude any interpretation that was disclaimed 
during prosecution.*'). 
B. Means for 

According to the plaintiff, an account management dataprocessor is the structure disclosed 
by the specification for providing the means for performing each of the functions in the '461 patent. 
The defendant denies that any structure is disclosed as the "means" for performing any of the 
functions in the '461 patent The defendant argues all the claims fail as indefinite. 

The defendant's challenge is more properly raised in a motion for summary judgment For 
purposes of claim construction, the Court construes the "means" as an account management 
dataprocessor- This determination does not prejudice the defendant's ability to raise its invalidity 
challenge in a subsequent motion. 
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C. Establishing data representative of a deposit account 

The plaintiff asserts that "establishing representative data" means "establishing variable 
representative of accounts;" "deposit account" means "any deposit account, for example, mutual fund 
shares, units of an investment trust, pass- though securities, passbook savings accounts, or guaranteed 
investment contracts;" and "account" means "an account maintained by an institution for the purpose 
of receiving deposited funds, characterized by having a deposit principal component and a deposit 
accrual component." The defendant responds that the term "deposit accounts" should be constmed 
as "an inflation-adjusted account owned by a depositor where the institution repays the depositor's 
principal and also provides the depositor at least a fixed rate of return on investment that exceeds 
the inflation rate." 

Generally, the Court finds these terms to be sufficiently clear and self-explanatory so that no 
further definition is necessary. Nevertheless, the Court construes the term "deposit account" to be 
"an account maintained by an institution for the purpose of receiving deposited funds," 

D. Principal Component 

The plaintiff asserts the term '^principal component" should be construed as "the proportion 
of the overallaccount balance attributable to the initial cash investment, and also represents the sum 
deposited or loaned," The defendant responds that the term should be construed as "the initial cash 
investment of a depositor that the institution must repay to the depositor." 

The specification states the principal component "represents] the cash investment of a 
depositor." The Court will so construe the term, and finds that no further definition is necessary. 
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E. Accrual Component 

The plaintiff asserts the term "accrual component" should be construed as "the proportion 
of the overall account balance that is attributable to inflation, fixed interest, and servicing fees, and 
will generally include both a fixed interest component and a variable interest component." The 
defendant responds that the term should be construed as "the proportion of the deposit account that 
increases over time in an amount equal to the fixed interest sub-component plus the variable interest 
sub-component" 

According to the specification, "[t]he accrual component indicates that proportion of the 
overall account balance that is attributable to inflation and fixed interest." *461 Patent, col. 3, 1. 3-5. 
Subsequently, the specification defines the accrual component as representing "that portion of the 
balance that is attributable to the effects of interest, servicing fees and inflation on the principal." 
Id., col 5, 1. 38-39. In accordance with the specification, the Court construes the term "accrual 
component" as "the proportion of the overall account balance that is attributable to inflation, fixed 
interest, and servicing fees." 

F. Fixed Interest Component & Variable interest Component 

The plaintiff assert the term "fixed interest component" should be construed as "that portion 
of the accrual component that is attributable to a fixed rate of interest" The defendant responds that 
the term should be construed as "increasing in an amount equal to a fixed interest rate times the 
principal component" 

The plaintiff asserts the term 'Variable interest component" should be construed as "that 
portion of the accrual component that is responsive to the rate of inflation." The defendant responds 
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that the term should be construed as "directly increasing at the rate of inflation times the principal 
component." 

The language of claim 24 discloses "an accrual component comprising a fixed interest 
component which is enhanced at a fixed interest rate times the principal component and a variable 
interest component which is enhanced at an index responsive to the rate of inflation times the 
principal component" The Court finds this language to be sufficiently clear and does not require 
additional definition. 

G, Means for paying the deposit account over the term 

The plaintiffassert the term "paying the deposit account" should be construed as "providing 
funds contained in the deposit account" The plaintiff asserts "over the term" should be construed 
as "the time period over which the account is retired or 'paid out' to the accountholder." The 
defendant responds that "term" should be construed as "the length of time from the initial deposit 
until maturity (i.e., when the account has been entirely retired) " 

The specification defines "account term" or "term" as "the time period over which the 
account is retired or *paid out' to the account holder." '461 Patent, col. 3, 1. 41-45. The Court 
adopts this construction based on the specification. The Court also adopts the plaintiffs proffered 
construction of "paying the deposit account." 

in. 

Claim 25 of the '461 patent recites: 

The combination of claim 24, the account term being divided into a plurality of iteration 
periods. 
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The plaintiff asserts the term "iteration" should be construed as "a predetermined payback 
period or interval over which the principal and interest of the deposit or loan account is paid back." 
The defendant has not offered an alternative construction, and the Court adopts the plaintiffs 
proposed construction. 

IV* 

Claim 36 of the 4 461 patent recites: 

A system for managing deposit and loan accounts, comprising: 

Means for establishing data representative of at least one deposit account for a term 
Means for establishing data representative of at least one loan account for a term, the 

loan account having a loan principal component and a loan accrual 

component, the loan accrual component having a fixed interest component 

and variable and variable interest component; and 
An account management dataprocessor for servicing the accounts over the term, 

comprising: 

Means for adjusting the amount in the deposit account in a manner 

responsive to the rate of inflation; 
Means for paying out the deposit account; 

Means for determining the amount in the loan accrual component in a 

manner responsive to the rate of inflation; and 
Means for retiring the loan account over the term^ including 

Means for retiring the fixed interest component by a first schedule 

over the term, and 
Means for retiring the loan principal component by a second schedule 
over the term. 

A. A system for managing deposit and loan accounts 

The plaintiff asserts "a system for managing deposit and loan accounts" should be construed 
as a a deposit/loan inflation-adjusting system; including inflation-adjusted deposit and loan accounts, 
an intermediary institution, and an account management data processor for servicing the accounts 
over their terms.** The defendant responds that the term should be construed as "a programmed 
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computer in the form of an account management dataprocessor for managing inflation-adjusted 
deposit and loan accounts." 

As discussed above, the prosecution history establishes the plaintiff overcame the examiner's 
initial rejection by expressly limiting the "system" disclosed by the *461 patent as being a 
programmed computer. For this reason, the Court adopts the defendant's proposed construction. 

B. Means for 

As discussed above in the context of claim 24, the Court construes the "means" for 
performing the functions disclosed in claim 36 as an account management dataprocessor. This 
determination does not prejudice the defendant's ability to raise its invalidity challenge in a 
subsequent motion. 

C. Establishing data representative of a loan account 

The plaintiff asserts the term "loan account" should be construed as "an account established 
by an institution for the purpose of lending funds to borrowers, characterized by having a loan 
principal component and a loan accrual component" The defendant responds that the term should 
be construed as "an inflation-adjusted account for receiving payments on the fund that were let out 
by a financial institution, and not the purchase of a bond, where the payments include payment of 
all principal and a fixed interest rate of return in excess of the rate of inflation." 

As discussed above, the Court generally finds these terms to be sufficiently clear and self- 
explanatory so that no further definition is necessary. Nevertheless, the Court construes the terra 
"loan account" to be "an account maintained by an institution for the purpose of lending funds to 
borrowers." The defendant has failed to offer sufficient support from either the specification or the 



-9- 



, Received 08/28/2000 16:11 j8:A2 on tine [6] for DP01982 printed 08. 000 16:26 * Pg 11/17 

prosecution history to support its argument that a "loan account" excludes a bond, and the Court 
declines to construe the term to include this limitation. 

D. Responsive to the rate of inflation 

The plaintiff asserts that "responsive to the rate of inflation" should be construed as "directly 
responsive to a market indicator of prior actual inflation and is not meant to include the market's 
expectation of future inflation." The defendant does not offer an alternative definition, and the Court 
adopts the plaintiffs proposed definition. 

E. Paying out the deposit account 

The plaintiff asserts "paying out the deposit account" should be construed as "paying the 
principal and accrual components of the account to the depositor over the term of the account." The 
defendant does not offer an alternative definition, and the Court adopts the plaintiffs proposed 
definition. 

F. Retiring the loan account over the term 

The plaintiff contends "retiring" should be construed as "a reduction in or paying out of a 
particular account component; the timing of the iteration or payback periods may include a 
predetermined retirement amount, where appropriate." The defendant does not offer an alternati ve 
definition, and the Court adopts the plaintiffs proposed definition. 

V. 

The c 673 patent is a continuation in part of the '461 patent and contains an identical 
specification and identical drawings. 
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Claim 1 of the '673 patent recites: 

A method of managing financial accounts comprising: 

providing a plurality of deposit accounts with a financial institution 

adjusting the amount in each deposit account as a function of the rate of inflation 

providing at least one loan account with said financial institution using funds 

deposited with the financial institution; 
adjusting the amount in the loan account as a function of the rate of inflation using 

an account data processor, 
paying the deposit accounts, and 

receiving repayment of the loan account by said financial institution in a manner 
where the funds in the loan account obtain a rate of return responsive to a rate 
of inflation. 

A. Method of managing 

The plaintiff argues the "method" described in Claims 1 , 9, & 25 is not limited to a computer 
program. The plaintiff argues only the implementation of the method requires a computer. The 
defendant has not responded to this contention and the Court declines to address it at this time. 
Specifically, the Court declines to define "method" and will address this issue, if necessary, in 
subsequent motions for summary judgment 

B. As a function of the rate of inflation 

The plaintiff argues that adjusting the amount in an account (either deposit or loan) means 
adapting the amount of funds in the account, either positively or negatively as a function of inflation. 
The plaintiff argues the amount of the adjustment does not need to have a one-to-one correlation 
with the rate of inflation. 

The defendant responds that the plaintiff is attempting to use the *673 patent to improperly 
broaden the claims of the *461 patent with an eye toward this litigation* The defendant points out 
the application for the '673 patent was filed two months before the plaintiff filed the present lawsuit. 
The defendant points out the "as a function of the rate of inflation" language was not present in the 
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'461 patent The '461 patent uses the phrase Responsive to the rate of inflation" which more clearly 
imparts a one-to-one correlation. The defendant argues the Court should construe the "as a function 
of language to require the adjustment to be directly responsive to inflation. The defendant points 
out the speci fi cation only discloses a direct relationship between the market indicator of inflation and 
the account balance. 

As the defendant points out, the specification of the '673 patent does not disclose or define 
the phrase "as a function of a rate of inflation." Nor does the plaintiff offer a specific definition, 
other than to argue that it does not require a one-to-one correlation with the rate of inflation. 
Generally, the Court would presume that different terms have different meanings. Cf Kraft Foods, 
Inc. v. International Trading Co. , 203 F.3d 1 362, 1 368 (Fed. Cir. 2000) (noting that the doctrine of 
claim differentiation creates a presumption that each claim in a patent has a different scope). 
However, under these circumstances and based on this record, the Court is persuaded that the phrase 
**as a function of the rate of inflation" has the same meaning as the phrase "responsive to the rate of 
inflation," which has been construed as "directly responsive to a market indicator of prior actual 
inflation and is not meant to include the market's expectation of future inflation" 
C. Based on a rate of inflation 

Claims 9 and 25 contain the phrase "paying said depositor a rate of return on funds received 
based on a rate of inflation." The defendant argues this should be construed as requiring the 
financial institution to provide the depositor a fixed rate of return on the investment that exceeds the 
inflation rate. As discussed above, the specification does not define or explain the term "based on 
a rate of inflation." The plaintiff did not offer a proposed definition of this term. Based on the 
record, the Court declines to further construe this term other than to construe the term to require the 
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rate of return to be directly related to the rate of inflation. This direct relationship is supported by 
both the specification and the prosecution history. 

D. Loan Account 

The defendant argues that "loan account" should be construed as "an inflation-adjusted 
account for receiving payments on funds that were lent out by a financial institution." The defendant 
argues the term "loan account" does not include a bond, certificate of deposit, or an annuity. The 
defendant points out that the specification repeatedly refers to mortgage loans. The defendant also 
points out that Claim 3 recites that the deposit account comprises a bond account. The defendant 
concludes a bond account cannot be both a deposit account and a loan account. The plaintiff argues 
that a bond is one form of a loan account. 

As discussed above in the context of the l 461 patent, the Court is unpersuaded by the 
defendant's argument. Nothing in the specification or the prosecution history precludes a loan 
account from being a bond. The Court construes the term "loan account" to be "an account 
maintained by an institution for the purpose of lending funds to borrowers." 

E. Financial Instrument 

The plaintifFproposes "financial instrument," which is included in claims 9 and 25 of the 
*673 patent, should be construed as "an instrument having monetary value or recording a monetary 
transaction," including bonds, mortgages, certificates of deposit, annuities, and loans. 

The defendant argues "financial instrument" should be limited to "an inflation-adjusted loan 
account for receiving payments on funds that were lent out by a financial institution, but not include 
a bond, a certificate of deposit, or an annuity " The defendant argues that dependent claims 1 7 and 
27, which specifically recite that the financial instrument is a bond, are invalid on their face, 
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The issues asserted by the defendant are more appropriately raised in a motion for summary 
judgment concerning the validity of the '673 patent. At this time, the Court construes "financial 
instrument" as "an instrument having monetary value or recording a monetary transaction," 
F. Payable on Demand 

Claim 7 of the '673 patent recites the method of Claim 1, wherein the deposit account is 
payable on demand to the depositor. 

The defendant argues this claim is invalid on its face because an account that is payable on 
demand would fly in the face of the purpose of the * 673 patent This argument is more appropriately 
raised in a motion for summary judgment and the Court declines to address this issue at this time. 

Accordingly, the Court enters the following order: 

IT IS ORDERED that the attached construction of the patent claims will be incorporated into 
any jury instructions given in the cause and will be applied by the Court in ruling on the issues raised 
in summary judgment >. 

SIGNED on this^ day of August 2000. 

UNITED STATES EftSfTRICT JUDGE 
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CONSTRUCTION OF CLAIMS 
U.S. PATENT 5,832,461 

An "investment system** is "a programmed computer in the form of an account management 
dataprocessor for managing inflation risk." 

The "means for" performing the functions disclosed in the *461 is an account management 
dataprocessor. 

A "deposit account" is "an account maintained by an institution for the purpose of receiving 
deposited funds." 

The "principal component' * "represents the cash investment of the depositor." 

The "accrual component" is "the proportion of the overall account balance that is attributable to 
inflation, fixed interest, and servicing fees." 

The "account term** or "term** is "the time period over which the account is retired or 'paid out* to 
the account holder." 

"Paying the deposit account" means "providing the funds contained in the deposit account.'* 

"Iteration" is "a predetermined payback period or interval over which the principal and interest of 
the deposit or loan account is paid back." 

The "account term" or "term" is "the time period over which the account is retired or 'paid out' to 
the account holder." 

A "system for managing deposit and loan accounts'* as disclosed by Claim 36 of the '461 patent is 
"a programmed computer in the form of an account management dataprocessor." 

A "loan account" is "an account maintained by an institution for the purpose of lending funds to 
borrowers." 

"Responsive to the rate of inflation" means "directly responsive to a market indicator of prior actual 
inflation and is not meant to include the market's expectation of future inflation." 

"Paying out the deposit account" means "paying the principal and accrual components of the account 
to the depositor over the term of the account" 

"Retiring" means "a reduction in or paying out of a particular account component; the timing of the 
interation or payback period may include a predetermined retirement amount, where appropriate." 
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CONSTRUCTION OF CLAIMS 
U.S. PATENT 6,052,673 

"As a function of a rate of inflation" means "directly responsive to a market indicator of prior actual 
inflation and is not meant to include the market's expectation of future inflation," 

"Based on a rate of inflation" requires the rate of return to be directly related to the rate of inflation. 

A "loan account" is "an account maintained by an institution for the purpose of lending funds to 
borrowers." 

A "financial instrument" is "an instrument having monetary value or recording a monetary 
transaction." 
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